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Current  Events 


Defining  the  "Asia  Pacific  Region"* 

A.  Hasnan  Habib 


THIS  short  essay  will  address  the  prob- 
lem in  the  context  of  the  expanding 
and  intense  network  of  interstate 
links,  particularly  in  the  economic,  trade  and 
investment  areas,  within  a  hither- to  loosely 
defined  "Asia  Pacific  Region"  which  has 
been  taking  place  over  the  past  10-15  years. 
The  rapid  economic  expansion,  expected  to 
continue  well  into  the  21st  century,  while 
bringing  prosperity  to  most  states  in  the  re- 
gion, has  also  security  ramifications.  Thus, 
most  recently  the  region  has  seen  the  emer- 
gence of  a  regional  security  forum  where 
security  and  defence  issues  can  be  discussed 
multilaterally  with  the  view  to  maintaining 
and  enhancing  peace  and  stability  in  the  re- 
gion which  are  the  prerequisites  of  sustained 
economic  development  and  growth. 

First  "Asia",  "Pacific",  and  "region" 
will  be  defined,  followed  by  a  brief  discus- 
sion of  "regionalism"  and  "regional  inte- 
gration" both  are  terms  which  derive  from 
the  word  "region",  before  arriving  at  the 

•Short  essay  presented  at  the  CSIS-ANU/ADSC 
workshop  on  "Potential  Linkages  Between  Economic 
and  Regional  Security  Fora",  Jakarta,  1-2  November 
1$95. 


final  conclusion  of  how  the  term  "Asia  Pa- 
cific Region"  may  be  defined  which  is  per- 
tinent to  the  prevailing  condition  and  situa- 
tion in  the  region. 

Definitions 

Asia 

According  to  The  New  Encyclopaedia 
Britannica  (1991),  "Asia"  is  more  a  geo- 
graphical term  than  a  homogeneous  conti- 
nent. It  is  the  largest  continent,  occupying  30 
per  cent  of  the  world's  land  area  (more  than 
44,000,000  square  km;  Europe:  10.4  million 
square  km),  the  most  diverse  and  populous 
of  all  continents  containing  more  than  half 
the  human  race.  However,  its  population  is 
unevenly  distributed  as  a  result  of  its  geo- 
logical configuration  that  includes  the  Ara- 
bian massif  and  the  plains  of  Iraq;  the  moun- 
tain belts  of  Turkey,  Iran,  and  Afghanistan; 
the  Himalayan  mountain  chain  stretching 
from  Afghanistan  to  the  Burmese  peninsula, 
the  Indo-Pakistan  subcontinent;  Central 
Asia;  the  vast  Siberian  lowlands  extending 
from  the  Urals  to  the  Pacific;  and  the  great 
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island  chains  that  sweep  in  arcs  from  Japan 
to  Indonesia.  While  there  are  densely  popu- 
lated regions  on  the  Arabian  plains  and  river 
valleys,  on  the  Indo-Pakistan  subcontinent, 
in  Central  Asia,  especially  China,  and  to 
some  extent  in  the  Pacific  borderlands  and 
on  the  islands,  there  are  vast  areas,  such  as 
Siberia,  with  a  low  density  of  population 
(approximately  four  persons  per  square  km). 

Asia  is  actually  just  one  part  of  the  Eura- 
sian landmass,  the  largest  body  of  land  on 
Earth.  Through  time,  a  division  of  Eurasia 
into  two  parts,  Europe  and  Asia,  became 
generally  accepted.  The  dividing  line  started 
with  the  Ural  Mountains  in  Russia  and  then 
continued  south  to  the  Caspian  Sea,  turning 
west  to  follow  the  boundary  between  today's 
Iran  and  Turkey  and  Georgia,  Armenia,  and 
Azerbaijan.  Turkey  thus  was  the  western- 
most part  of  Asia.  Asia  then,  in  the  classical 
sense,  extends  east  as  far  as  the  Pacific 
Ocean  which  includes  the  chain  of  islands 
formed  by  Japan,  Taiwan,  the  Philippines 
and  Indonesia,  north  to  the  Arctic  Ocean, 
and  south  to  the  Indian  Ocean  and  the  con- 
tinent of  Australia.  Europeans  called  Asia 
the  Orient,  meaning  "east",  and  the  West- 
ern world  was  referred  to  as  the  Occident, 
meaning  "west".  These  old  terms  are  seldom 
used  anymore. 

The  continent  is  divided  into  five  major 
regions,  or  realms,  distinguished  primarily 
by  culture,  history,  political  development, 
and,  to  some  extent,  natural  environment. 
The  five  regions  are:  Russian  and  Central 
Asia,  Southwest  Asia,  South  Asia,  Southeast 
Asia,  and  East  Asia  with  a  total  of  some  46 
states.  Three  oceans  border  Asia,  the  Arctic, 
Pacific,  and  Indian,  but  the  Pacific  and  In- 
dian Oceans  are  by  far  the  most  important  to 
the  people  of  Asia.  Within  the  areas  where 
these  oceans  touch  the  continent  are  many  of 


the  world's  largest  and  most  important 
islands  and  archipelagoes. 

There  is  also  a  definition  of  Asia  in  a  nar- 
rower sense.  This  smaller  Asia  is  based  on 
the  region's  more  recent  political,  cultural, 
and  economic  changes.  Thus,  modern  Asia 
would  exclude  two  subregions,  Russian  and 
Central  Asia  and  Southwest  Asia.  Remain- 
ing in  the  modern  version  of  Asia  are  three 
subregions:  South  Asia,  Southeast  Asia,  and 
East  Asia.  Yet,  even  the  modern,  smaller 
definition  of  Asia  would  make  it  the  largest 
and  most  populous  of  the  continents. 


The  Pacific 

The  term  "the  Pacific"  derives  from  the 
Pacific  Ocean  which  is  the  largest  ocean  in 
the  world.  With  an  area  of  about  181  million 
square  kilometers,  it  is  twice  the  size  of  the 
Atlantic  Ocean  and  occupies  nearly  a  third 
of  the  surface  of  the  Earth  between  the  west 
coasts  of  North  and  South  America  and  the 
east  coasts  of  Australia  and  Asia,  which  is 
more  than  the  area  of  all  the  Earth's  land 
surface.  In  the  southeast  it  is  arbitrarily 
divided  from  the  Atlantic  Ocean  by  the 
Drake  Passage  along  68°  West  longitude;  in 
the  southwest,  its  separation  from  the  Indian 
Ocean  is  not  officially  designated.  The  Paci- 
fic reaches  about  15,000  kilometers  from 
Antarctica  almost  to  the  Arctic  Circle  in  the 
Bering  Sea.  Its  greatest  dimension  stretches 
from  east  to  west,  with  nearly  half  the  length 
of  the  equator  lying  18,000  kilometers  across 
its  surface.  Nations  bordering  the  Pacific 
Ocean,  and  the  island  countries  situated  in 
it,  are  called  the  "Pacific  Rim". 

The  Pacific  Ocean  contains  more  than 
30,000  islands;  their  total  land  area,  how- 
ever, amounts  to  only  one- quarter  of  one  per 
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cent  of  the  ocean's  surface  area.  The  largest 
islands,  in  the  western  region,  form  volcanic 
island  arcs  which  include  Japan,  Taiwan,  the 
Philippines,  Indonesia,  New  Guinea,  and 
New  Zealand. 

Region 

There  are  several  definitions  of  "region" 
Some  of  them  are  as  follows: 

a.  According  to  The  New  Encyclopaedia 
Britannica  9:  10033:  lb  (1991): 

*  In  the  social  sciences,  a  cohesive  area 
that  is  homogeneous  in  selected  defin- 
ing criteria  and  is  distinguished  from 
neighbouring  areas  or  regions  by  those 
criteria.  It  is  an  intellectual  construct 
created  by  the  selection  of  features  re- 
levant to  a  particular  problem  and  the 
disregard  of  other  features  considered 
to  be  irrelevant.  A  region  is  distin- 
guished from  an  area,  which  is  usually 
a  broader  concept  designating  a  por- 
tion of  the  surface  of  the  Earth.  Area 
boundaries  are  arbitrary,  established 
for  convencience.  Regional  boundaries 
are  determined  by  the  homogeneity 
and  cohesiveness  of  the  section; 

*  Regions  may  be  defined  in  terms  of 
single  or  multiple  features  or  in  terms 
that  approach  the  total  content  of  hu- 
man occupancy  of  an  area.  The  most 
common  features  in  social  science  are 
ethnic,  cultural,  or  linguistic  (Pro- 
vence), climatic  or  topographical  (the 
Tennessee  Valley),  industrial  or  urban 
(the  Ruhr),  economic  specialization 
(the  cottonbelt  of  North  America),  ad- 
ministrative units  (standard  govern- 
ment regions  in  Great  Britain),  and  in- 
ternational political  areas  (the  Middle 
East). 


b.  According  to  Hugo,  F.  Reading,  A  Dic- 
tionary of  the  Social  Sciences  (London 
and  Boston:  Routledge  &  Kegan  Paul 
Ltd.,  1977):  (1)  Area  possessing  common 
characteristics  differentiating  it  from 
other  areas  or  possessing  characteristics 
giving  it  a  unity;  (2)  A  major  subdivision 
of  a  state  territory  officially  delimited  for 
a  specified  function,  and  (3)  A  territory 
consisting  of  two  or  more  states  delimited 
for  a  spedified  purpose. 

c.  According  to  Hutchinson,  Concise  Ency- 
clopedic Dictionary  (Helicon  Publishing 
Ltd.,  1992):  (1)  A  continuous  part  of  a 
surface,  space,  or  body,  with  or  without 
definite  boundaries  or  with  certain 
characteristics;  (2)  An  administrative  di- 
vision of  a  country,  especially  in  Scot- 
land, and  (3)  The  sphere  or  realm  of  a 
subject,  etc. 

d.  According  to  The  McGraw-Hill  Dictiona- 
ry of  Modern  Economics,  Third  Edition, 
1983:  The  term  applied  to  an  area  which 
may  vary  in  size  from  a  small  section 
within  a  metropolitan  area  to  a  huge  sub- 
region  within  a  continent. 

Regionalism 

Since  World  War  IL  we  have  seen  the 
emergence  of  various  regional  groupings  and 
organisations,  which  can  be  divided  into 
three  major  types:  regional  defence,  regional 
economic,  and  a  hybrid  type.  Exafmples  of 
the  first  type  are  inter  alia:  North  Atlantic 
Treaty  Organization  (NATO),  Warsaw 
Treaty  Organization,  Southeast  Asia  Treaty 
Organization,  and  Western  European 
Union;  the  second  type  or  economic  organi- 
sations are  among  others:  European  Com- 
munity, European  Free  Trade  Association, 
Benelux,  Latin  American  Free  Trade  Asso- 
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ciation,  Central  American  Common  Market, 
North  American  Free  Trade  Area  (NAFTA), 
ASEAN  Free  Trade  Area  (AFTA),  and  Asia 
Pacific  Economic  Cooperation  (APEC).  The 
third  type,  or  hybrid  regional  organisations 
carry  out  multifunctional  activities,  which 
are  not  easy  to  determine  whether  these  are 
primarily  political,  economic,  military,  or 
cultural.  Examples  are  the  Organization  of 
American  States  (OAS),  the  Organization  of 
African  Unity  (OAU),  the  Arab  League,  and 
ASEAN. 

Regionalism  is  the  expression  of  regional 
consciousness  that  develops  from  a  sense  of 
identity  among  states  situated  in  geograph- 
ical proximity  which  motivates  them  to 
mutually  cooperate  in  one  or  another  mode 
to  attain  common  goals,  satisfy  common 
needs,  or  to  solve  political,  military,  eco- 
nomic, and  other  practical  problems.  Several 
modes  can  be  employed  such  as  loose  coop- 
eration, regional  movements,  regional  or- 
ganisations, regional  systems,  or  regional 
subsystems  of  a  global  system.  All  modes,  in 
particular  (well- structured)  regional  organi- 
sations, seek  to  promote  peace  and  stability 
among  the  member  states  by  diffusing  polit- 
ical rivalries,  ideological  conflicts,  and  eco- 
nomic competition.  Regionalism  constitutes 
a  middle-range  approach  of  responding  to 
international  problems,  with  unilateralism 
on  one  side  and  universalism  (or  globalism) 
on  the  other.  In  most  cases,  unilateralism 
and  universalism  are  incapable  of  resolving 
interstate  problems  or  conflicts.  Thus,  the 
regionalists  argue,  the  pragmatic  solutions 
are  most  likely  to  be  found  at  the  regional 
level. 

Regional  Integration 

There  is  no  universally  accepted  defini- 
tion of  regional  integration.  The  term  inte- 


gration was  first  used  by  theorists  of  interna- 
tional relations  in  studying  the  experience  of 
Western  Europe  in  some  detail  to  denote 
either  a  process  towards  or  an  end  product 
of  political  unification  among  separate  na- 
tional entities.  These  are  others  who  regard 
integration  both  as  a  process  and  as  end  pro- 
duct after  the  process  has  passed  a  certain 
threshold.  As  an  end  product  regional  inte- 
gration stands  for  political  union  among  pre- 
viously sovereign  and  independent  terri- 
tories, mostly  in  the  form  of  a  federation  or 
confederation,  or  security  communities.  As 
a  process  it  is  measured  in  terms  of  the  flow 
of  international  transactions  and  interac- 
tions, such  as  trade,  investment,  tourism, 
immigrants,  political,  cultural,  informa- 
tional, etc.  Such  trans-  and  interactions,  ac- 
cording to  Karl  Deutsch,  will  eventually  lead 
to  the  development  of  security  communities 
or  integrated  sociopolitical  systems.  He  has 
identified  two  major  subcategories  of  securi- 
ty communities:  amalgamated  (e.g.  the 
United  States  which  has  a  single  federal  gov- 
ernment exercising  central  political  control) 
and  pluralist.  Pluralist  security  communities 
have  no  central  political  authority,  but  the 
national  units  that  make  up  these  com- 
munities do  not  expect  to  fight  one  another 
and  thus  do  not  fortify  their  borders.  Ex- 
amples are  the  North  American  continent, 
Western  Europe  (Perhaps  also  ASEAN?). 

Integration  is  political  unification,  but 
one  that  is  purely  voluntary  and  peaceful. 
States  engaged  in  this  process  decide,  on 
their  own  free  will,  to  cease  to  be  fully  and 
wholly  sovereign;  they  wish  to  mingle, 
merge,  and  mix  with  their  neighbours  so  as 
to  lose  some  of  the  attributes  of  sovereignty. 
History  shows  that  the  more  prevalent  way 
to  political  unification  has  been  through  the 
force  of  arms.  But  coercive  political  unifica- 
tion definitely  is  not  integration. 
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Criteria  for  Defining  the  "Asia  Paci- 
fic Region" 

Motivation  and  Common  Interest:  The  Two 
Most  Important  Criteria 

The  simplest  way  of  defining  regions  is  on 
the  basis  of  distinct  land  masses  and  ele- 
ments, such  as  Africa,  Europe,  Asia,  North 
and  South  America,  and  Oceania  (Australa- 
sia which  comprises  Australia  and  New  Zea- 
land, Melanesia,  Micronesia,  and  Polyne- 
sia). Unfortunately,  the  definition  of  regions 
always  creates  conceptual  controversy.  For 
example,  should  Turkey  be  grouped  with  a 
cluster  of  Southwestern  Asian,  European, 
Balkan,  Mediterranean,  NATO,  developing, 
or  Islamic  states?  Is  Papua-New  Guinea  a 
Southeast  Asian,  a  Melanesian  or  an  Ocea- 
nian state?  Should  the  Arab- speaking  coun- 
tries of  northern  Africa  be  grouped  in  a  re- 
gion called  the  Middle  East,  the  Mediterra- 
nean, or  Africa?  One  can  go  on  and  on  with- 
out ever  reaching  full  agreement.  Such  will 
also  be  the  case  with  the  definition  of  "Asia 
Pacific  Region",  especially  because  the  term 
links  the  largest  continent  with  the  largest 
ocean  which,  combined,  occupies  approx- 
imately two- thirds  of  the  surface  of  the 
Earth. 

There  are  many  criteria  for  identifying 
regions,  such  as  language,  religion,  culture, 
civilisation,  perceived  common  interest, 
stage  of  development,  ethnicity,  population 
size,  climate,  geographical,  military/polit- 
ical, economical,  each  of  which  will  re- 
sult in  altogether  different  regional  con- 
figurations. However,  there  is  not  much  use 
in  seeking  to  determine  what  the  "best"  de- 
finition of  the  Asia  Pacific  region  is,  a  region 
that  is  engaged  in  the  process  of  regional  in- 
tegration towards  one  or  another  form  of 
end  product,  i.e.,  security  and  prosperity 
community,  or  "regional  resilience"  in  the 


ASEAN  parlance.  Instead,  a  combination  of 
a  few  criteria  should  be  used,  the  most  im- 
portant being,  common  interest/aspiration/ 
goal,  as  the  experience  of  ASEAN  has 
shown.  It  is  quite  obvious,  that  in  this  re- 
gard, most  countries  in  the  region  are  en- 
gaged in  national  development  to  attain  pro- 
sperity and  well-being  for  their  peoples  by 
emphasising  sustained  economic  develop- 
ment through  closer  economic,  trade,  invest- 
ment and  technological  cooperation  among 
countries  in  the  region.  The  region's  extra- 
ordinary economic  dynamism  and  growth 
over  the  past  10-15  years  testify  to  this.  To 
continue  this  trend  well  into  the  21st  century, 
peace,  stability,  and  security  (comprehensive 
security)  are  imperative. 

The  remarkable  economic  dynamism  and 
growth  have  been  the  result  of  a  "natural" 
process  of  "horizontal"  integration,  that 
has  created  an  intra-Asian  trade  and  invest- 
ment network.  As  each  East  Asian  economy 
has  moved  up  the  ladder  of  development,  it 
has  tended  to  accelerate  the  growth  of  those 
at  the  next  tier  of  development.  This  pattern 
can  be  verified  by  the  trade  and  investment 
figures  over  the  period  stated  above.  These 
intra-regional  flows  of  trade  and  investment 
have  led  to  the  emergence  of  "growth 
clusters",  subregional  economic  networks 
forming  within  as  well  as  across  national 
borders.  Moreover,  they  have  brought  about 
a  gradual  shift  in  economic  strength  from 
the  Atlantic  to  Asia  Pacific. 

Geographical  Criterion 

There  are  four  possible  definitions  of  the 
Asia  Pacific  region,  using  the  geographical 
criterion.  They  are  as  follows: 

a.  The  broad,  or  classical  definition  of  Asia 
comprising  five  subregions,  i.e.,  Russian 
and  Central  Asia,  Southwest  Asia,  South 
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Asia,  Southeast  Asia,  and  East  Asia,  plus 
the  Pacific  Ocean.  This  huge  region  is 
home  to  some  46  Asian  states  and  over 
30,000  islands: 

*  This  is,  of  course,  an  impossible  defini- 
tion for  our  purpose. 

b.  The  narrower,  or  modern  definition  of 
Asia  which  consists  of  three  subregions, 
i.e.,  South  Asia,  Southeast  Asia,  and 
East  Asia;  and  the  Pacific  Ocean. 

*  This  definition  is  still  an  impossible 
one,  and  does  not  reflect  the  realities 
in  the  field,  and  is  still  too  large  for  our 
purpose. 

c.  The  Pacific  part  of  Asia,  which  only  com- 
prises Southeast  Asia  and  East  Asia. 

*  This  corresponds  with  Mahathir's  ori- 
ginal "East  Asia  Economic  Region" 
which,  though  it  reflects  the  real  situa- 
tion on  the  ground,  nonetheless  can  be 
regarded  as  retrogressive  in  light  of  the 
stage  of  regional  cooperation  achieved 
todate  (APEC  and  PECC,  ARF  and 
CSCAP). 

*  The  definition  denotes  a  region  too 
small  for  our  purpose. 

d.  The  Pacific  Rim,  comprising  nations  bor- 
dering the  Pacific  Ocean,  and  the  island 
countries  situated  in  it. 

*  This  definition  leaves  only  Southeast 
Asia  and  East  Asia  as  components  of 
the  wider  Asia  Pacific  region  which  in- 
cludes all  countries  on  the  North  and 
South  American  continent,  as  well  as 
the  Oceanian  subregion.  The  definition 
suits  our  purpose. 

*  However,  due  attention  should  be  paid 
to  the  following: 

-  although  in  this  case  "Pacific  Rim" 
is  substantively  the  same  as  "Asia 
Pacific",  terminologically  the  two 
terms  are  different  Since  the  term 
"Asia  Pacific"  has  virtually  become 


a  household  word,  the  term  should 
be  retained; 

-  the  process  of  expanding  and  deep- 
ening the  already  achieved  level  of 
regional  integration  should  be  based 
on  the  expressed  will  of  the  countries 
concerned,  which  is  voluntary  and 
peaceful,  without  coercion  in  what- 
ever form,  with  the  APEC  and  the 
ARF  as  the  two  "core"  organisa- 
tions for  respectively,  economic  and 
security  cooperation; 

-  each  new  application  to  join  APEC 
and/or  ARF  must  be  scrutinised  and 
agreed  upon  by  all  members  of  the 
organisation  concerned. 


Conclusion 

The  Asia  Pacific  Region  cannot  be  de- 
fined in  an  exact  manner,  as  is  the  case  with 
all  other  regions.  Inevitably,  conceptual  con- 
troversy creeps  in. 

Of  all  criteria  for  defining  the  Asia  Paci- 
fic Region,  most  important  are:  (a)  motiva- 
tion/common interest,  i.e.  to  create  a  pros- 
perous, stable,  secure  and  peaceful  com- 
munity of  nations  in  the  Asia  Pacific  Re- 
gion, or  Asia  Pacific  Regional  Resilience; 
and  (b)  geographical  criterion  which  suggests 
that  in  terms  of  substance,  the  Pacific  Rim 
most  appropriately  defines  the  region. 

APEC  and  ARF,  resp.  for  economic  and 
security  cooperation,  should  be  made  as  the 
"core  framework"  for  expanding  and 
deepening  the  already  achieved  level  of  re- 
gional integration  which  must  be  based  on 
the  voluntary  and  expressed  free  will  of  all 
countries  concerned  and  should  proceed 
gradually.  This  also  means  that  each  new  ap- 
plication to  join  APEC  and/or  ARF  must  be 
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scrutinised  and  agreed  upon  by  all  members 
of  the  organisations  concerned. 
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Future  Japan-US  Relations 
and  Its  Impact  on  the  Asia  Pacific  Region* 

Jusuf  Wanandi 


Introduction 

IT  has  been  very  much  the  American  mil- 
itary forward  deployment  in  the  Western 
Pacific  and  its  corresponding  political, 
economic  and  to  a  certain  extent  cultural 
role  that  have  made  and  kept  the  East  Asian 
or  Asia  Pacific  region  peaceful,  stable  and 

*  Paper  presented  at  the  Kerzai  Doyukai  Study 
Group  Meeting,  Tokyo,  20  November  1995. 


economically  dynamic  for  the  last  50  years. 

It  was  to  a  very  large  extent  "Pax  Amer- 
icana" that  makes  this  possible.  While  other 
countries  have  been  contributing  to  the  US 
presence,  it  could  be  said  that  for  the  most 
part  the  Japan-US  alliance  has  made  this 
possible,  especially  in  the  last  10  years  of  the 
Cold  War.  Naturally  there  has  been  ups  and 
down  in  the  relationship.  At  this  moment  the 
main  presence  of  US  troops  and  military 
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capabilities  in  East  Asia  is  in  Japan,  where 
the  Seventh  Fleet  has  its  home  port  in  Joko- 
suka,  the  ony  one  outside  the  USA. 

Japan's  financial  support  for  local  ex- 
penditures has  made  it  possible  to  maintain 
US  domestic  support  for  the  forward  deploy- 
ment of  US  military  presence  in  East  Asia, 
which  is  not  very  substantially  smaller  than 
during  the  Cold  War.  This  can  be  seen  from 
the  number  of  troops  in  East  Asia  (100,000), 
which  has  been  maintained  by  both  the  Bush 
and  Clinton  Administrations,  and  given  that 
the  Korean  Peninsula  is  still  a  flash  point 
and  potential  source  of  conflict,  it  is  ex- 
pected to  be  maintained  for  the  foreseeable 
future. 

This  strategic  alliance  is  being  main- 
tained together  with  a  strong  political  coop- 
eration that  stresses  US  interests  in  the  Asia 
Pacific  region  and  in  the  world.  Economic 
cooperation  between  the  two  countries,  the 
number  one  and  two  strongest  economies  in 
the  world,  are  so  intense,  not  only  comple- 
ment each  other's  strength  but  have  become 
two  important  engines  of  world  economic 
development.  For  the  Asia  Pacific  region  in 
particular  they  have  become  the  underpinn- 
ing of  the  remarkable  economic  dynamism 
and  development.  Japan  has  been  trans- 
formed from  a  country  dependent  on  the  US 
to  one  which  is  a  more  or  less  equal  partner 
of  the  US.  The  US  had  assisted  in  this  devel- 
opment by  providing  Japan  with  an  open 
market  largely  based  strategic  considera- 
tions. 

Changes  Since  the  End  of  the  Cold 
War 

On  the  strategic  front,  the  alliance  is  still 
vital  to  the  stability  and  peace  of  the  region. 


At  this  level,  of  course,  changes  have  taken 
place  as  a  result  of  the  ending  of  the  Cold 
War.  The  threat  from  a  common  enemy  that 
is  ideologically  an  anti- thesis  has  been  over- 
come and  therefore  the  rationale  for  the 
alliance  has  to  be  re- formulated  and  ad- 
justed. 

This  means  that  although  the  local  finan- 
cing of  the  US  troops  stationed  in  Japan  is 
still  vital  to  US  forward  deployment  policy 
in  the  Western  Pacific  it  might  be  no  more 
adequate  in  the  future,  as  has  already  been 
shown  in  the  Gulf  War.  Japanese  participa- 
tion at  least  in  UN  peacekeeping  efforts  is 
very  much  a  pre- requisite  for  a  burden- 
sharing  in  the  alliance.  After  a  dramatic  de- 
bate in  parliament,  it  was  shown  that  Japan 
was  able  to  do  so  in  the  PKO  operations  of 
Cambodia  and  other  parts  of  the  world  like 
Namibia  rmd  Mozambique. 

Political  cooperation  has  been  mani- 
fested by  Japan's  participation  in  various  de- 
cisions of  the  UN,  and  also  in  aid  programs 
to  needed  parts  of  the  world,  including  for 
Russia  and  Eastern  Europe,  Africa  and  the 
Middle  East,  as  well  as  in  East  Asia  itself, 
particularly  China,  Mongolia  and  Cam- 
bodia, Laos  and  Vietnam. 

More  will  be  asked  of  Japan's  political 
cooperation  not  only  by  East  Asia,  but  also 
globally,  especially  if  she  is  aiming  for  a  per- 
manent seat  at  the  Security  Council  in  the 
future. 

In  the  effort  to  enhance  political  coop- 
eration Japan  has  shown  some  indepen- 
dence, especially  concerning  East  Asia  which 
she  considers  as  her  own  geopolitical  en- 
vironment, for  example,  on  sanctions 
against  China  after  the  Tienanmen  incident, 
or  in  providing  aid  to  Vietnam  and  Burma 
despite  the  US  embargo. 


310 

In  the  economic  field  a  lot  of  new  chal- 
lenges have  arisen  due  to  the  fact  that  the 
Japanese  economy  has  caught  up  with  the 
US.  That  is  why  there  are  so  many  elements 
of  competition  in  the  relationship.  However, 
at  the  same  time  cooperation  has  become  so 
intense  so  that  the  two  economies  have  many 
interlocking  interests  between  them. 

Since  in  the  end  economic  cooperation  is 
a  non-zero-sum  game,  it  is  to  be  expected 
that  the  relationship  involves  both  coopera- 
tion and  competition.  During  the  Cold  War 
strategic  reasons  are  paramount  and  vital  in 
the  relationship  and  therefore  economic  re- 
lations have  been  subdued  to  strategic  in- 
terests. The  end  of  the  Cold  War  has 
brought  new  tensions  into  the  relationship 
because  economic  relations  are  being  taken 
for  its  own  reasons,  and  the  competition  be- 
tween the  two  economies  are  now  more  pro- 
nounced than  ever. 

A  balance  should  be  maintained,  how- 
ever, so  that  economic  strains  will  not  have  a 
disastrous  impact  on  the  overall  relation- 
ship, especially  in  the  security  realm  which  is 
still  so  vital  to  the  whole  region.  To  achieve 
this  both  sides  have  to  do  something  with 
their  own  macro-economic  fundamentals. 
On  the  Japanese  side,  this  would  include  de- 
regulations, new  taxations  and  land  policies, 
state  procurement  and  distribution  policies. 
Also,  less  mercantilist  external  policies  and 
more  domestic  expansions  are  part  of  the 
necessary  policies.  On  its  side,  the  US  has  to 
increase  savings  and  to  reduce  or  eliminate 
the  twin  deficit. 

A  weak  government  in  Japan  is  not  help- 
ing the  structural  changes  that  is  needed  to 
be  made,  not  only  to  smoothen  Japan's  rela- 
tions with  its  economic  partners,  especially 
the  US,  but  also  to  be  able  to  compete  in  the 
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future.  In  the  end  it  is  in  Japan's  own  long- 
term  interest  to  be  able  to  do  so. 

Politics  is  also  hampering  US  efforts  to 
overcome  some  of  her  macro- economic  pro- 
blems. But  in  Japan's  case  those  changes  are 
more  acute,  since  international  and  especial- 
ly US  pressures  are  building  up.  Although 
changes  in  Japan  are  already  happening  in- 
crementally, everybody  is  expecting  a 
quicker  and  more  fundamental  change.  This 
is  what  Japan's  leadership  means  in  the 
future,  especially  in  the  Asia  Pacific  region. 

It  has  been  US  altruistic  policies  and  be- 
nign leadership  for  the  last  50  years  that  have 
helped  create  stability  and  made  develop- 
ment and  growth  in  the  region  possible.  That 
is  why  the  region,  including  Japan,  has  be- 
come wealthy  and  prosperous. 

In  this  changing  world  where  countries  in 
the  region  have  become  rich  and  strong, 
while  the  US  is  in  a  relative  decline,  it  is  only 
fair  that  the  burden  in  the  Asia  Pacific  will 
have  to  be  shared  by  others.  First  and  fore- 
most this  should  be  placed  on  the  shoulders 
of  Japan,  who  has  gained  the  most  from  Pax 
Americana  and  is  now  economically  the 
number  two  in  the  region  and  in  the  world. 
What  does  this  burdensharing  entail? 

In  the  economic  field  the  partnership 
with  the  US  is  to  keep  the  economic  relation- 
ship on  an  even  keel,  among  other  things  by 
opening  up  the  Japanese  market.  In  addi- 
tion, better  macro- economic  policies  coordi- 
nation, for  example,  in  the  APEC  context 
could  be  beneficial  for  both  the  US  and 
Japan  and  for  the  region  as  a  whole. 

Aid  programs  to  developing  countries 
could  also  be  coordinated.  The  malaise  and 
even  antagonism  of  the  breaking  down  of 
trade  negotiations  on  autoparts  between  the 
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two  countries  are  definitely  disastrous  for 
both  public  opinion  and  popular  support  for 
the  alliance  with  repercussions  in  the  polit- 
ical and  security  fields  as  well  as  to  the  re- 
gion, despite  denials  by  the  officials  on  both 
sides.  While  it  is  true  that  the  way  the 
Japanese  have  handled  the  opening  up  of  her 
market  to  her  trading  partners  in  an  ex- 
asperating way,  and  have  made  the  entire  US 
public  opinion,  Congress,  business  and  the 
administration  desperate  and  angry,  the  tac- 
tic used  is  not  conducive  to  support  a  multi- 
lateral or  regional  order. 

However,  this  does  not  erase  the  burden 
and  obligations  for  the  Japanese  to  do  what 
is  expected  of  them  in  deregulation  and  other 
archaic  policies  in  domestic  distribution, 
land-use  policies  and  others. 

This  is  not  only  related  to  the  US.  The 
whole  region  is  expecting  Japan,  being  a  very 
important  economy  and  leader  in  the  region 
to  make  these  changes  not  only  for  the  re- 
gion but  also  to  their  own  interests  and  peo- 
ple. 

It  is  indeed  time,  as  Lee  Kuan  Yew  re- 
cently pointed  out  in  Tokyo,  that  the  Japa- 
nese take  the  initiative  and  lead  the  region 
towards  a  more  open  trading  regime  by  giv- 
ing an  example  to  others.  At  the  end  it  is  in 
the  interest  of  the  Japanese  people,  and  it  is 
also  a  very  important  policy  to  keep  the  US 
interested  and  involved  in  the  region  which  is 
vital  to  Japan  and  the  region. 

Second  is  cooperation  in  the  political 
field.  Here  Japan  can  help  by  giving  support 
to  efforts  to  establish  a  new  order  in  interna- 
tional .relations,  global  and  regional.  Here 
Japan  can  give  more  nuance,  and  flexibility 
and  pragmatism  to  soften  the  more  ideolo- 
gical American  foreign  policy.  Issues  such  as 
human  rights  and  democratisation  are  im- 


portant and  valid,  but  if  implemented  in  an 
inappropriate  way  could  become  very 
counterproductive.  Japan  has  shown  more 
sensitivity  in  implementing  those  ideals  and 
norms  and  in  some  concrete  cases  it  has 
achieved  better  results.  This  is  also  due  to 
Japan's  position  as  a  big  donor  country  and 
indeed  ODA  is  an  important  policy  instru- 
ment if  used  in  the  right  way. 

There  are  many  political  problems  on 
which  Japan  has  to  have  a  stand  and  become 
a  partner  of  the  USA,  not  only  in  the  Asia 
Pacific,  but  also  globally.  In  this  context, 
Japan's  membership  as  a  permanent  member 
of  the  UN  should  be  supported. 

For  this  to  happen  Japan  has  to  get  more 
involved  in  a  security  role,  either  in  the  con- 
text of  a  UN  lead  role  such  as  peace- keeping 
or  in  relations  to  the  US- Japan  alliance, 
which  couid  include  a  stronger  military  role 
in  the  future.  Scenarios  on  what  Japan  has 
to  do  at  the  request  of  the  US  in  facing  a 
nuclear  North  Korea,  have  been  examined 
since  about  a  year  ago. 

There  is  as  yet  no  consensus  among  re- 
gional countries  on  whether  Japan  in  the 
longer  term  should  become  a  "normal  coun- 
try" with  a  security  role  of  her  own  in  the  re- 
gion. While  the  Southeast  Asians  are  more 
receptive  to  the  idea,  the  Northeast  Asians 
are  wary.  One  of  the  most  important  factor 
inhibiting  the  region  to  accept  a  greater 
"independent"  security  role  for  Japan  in  the 
region  is  the  inadequacy  of  the  domestic  de- 
bate in  Japan  on  its  role  and  mistakes  in 
World  War  II,  and  especially  the  unwilling- 
ness of  mainstream  politicians  (centre  and 
right-wing  politicians)  to  recognise  those 
mistakes  and  to  make  a  promise  to  not 
repeat  them  again  in  the  future.  Despite  all 
the  reasons  given,  it  is  rather  mind-boggling 
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that  Japan  cannot  even  recognise  her  past 
mistakes,  which  should  give  others,  a  re- 
assurance that  it  will  not  happen  again  easily. 

In  the  longer  term  it  should  be  envisaged 
that  Japan  will  become  a  "normal  country" 
with  adequate  self-defence  capabilities  and 
with  a  security,  role  in  the  region.  That  is  why 
it  is  so  important  to  prepare  Japan  towards 
that  role  step  by  step,  in  consultation  with 
the  region  and  through  a  vigorous  debate 
within  its  own  country.  Because,  the  alter- 
native of  a  Japan  feeling  "forced"  to  do  so 
on  her  own  due  to  new  instabilities  in  the 
region  in  the  future  and  the  decline  of  US 
nuclear  protection  could  be  much  more 
destabilising.  Although  this  is  not  likely  to 
happen  in  the  near  future  because  of  inhibi- 
tions on  the  part  of  public  opinion  in  Japan 
itself  and  the  region,  at  this  stage  it  should  be 
examined  intellectually  and  worked  out 
gradually. 


ASEAN  and  Japan-USA  Relations  in 
the  Future 

ASEAN  recognises  that  the  US- Japan 
alliance  is  vital  to  peace,  stability  and  eco- 
nomic growth  in  the  Asia  Pacific  region. 
That  is  why  after  the  closure  of  the  Subic 
base  all  the  ASEAN  countries  are  contri- 
buting to  the  burden-sharing  effort  of  main- 
taining US  forward  deployment  in  the  re- 
gion, in  order  to  make  it  palatable  to  US  as 
well  as  Japanese  public  opinion. 

It  was  felt  that  Japan  having  the  only 
base  for  the  US  seventh  fleet  is  not  palatable 
to  US  and  Japanese  public  opinion.  How- 
ever, ASEAN  also  expects  Japan  to  have  a 
larger  role  in  the  region,  to  compensate  for 
the  relative  decline  of  the  US  which  needs  to 
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get  her  own  house  in  order,  after  carrying 
the  burden  for  50  years.  This  means  eco- 
nomic leadership,  which  entails  a  more  open 
economy  and  maintenance  of  high  levels 
ODA.  Japan's  leadership  in  APEC  is,  also 
very  important,  especially  as  it  is  in  the  chair 
of  APEC.  This  also  means  greater  willing- 
ness to  carry  out  a  political  role  in  tandem 
with  the  US.  For  that  reason  ASEAN  coun- 
tries are  supporting  Japan's  membership  in 
the  Security  Council  of  the  UN  and  a  certain 
security  role  within  the  alliance  with  the  US 
under  UN  auspices.  In  addition,  ASEAN 
countries  expect  Japan  to  pursue  special  re- 
lations with  ASEAN,  as  was  the  case  in  the 
Cambodia  conflict,  the  Miyazawa  aid  plan 
towards  the  creation  of  one  Southeast  Asia, 
and  the  support  for  ARF. 

Due  to  political  changes  in  Japan,  these 
ideas  and  programs  are  now  pursued  without 
the  vigour  and  enthusiasm  that  were  present 
a  few  years  ago.  There  also  seems  to  be  less 
interest  on  the  part  of  Japan  to  have  further 
dialogues  on  new  ideas  such  as  the  EAEC.  In 
fact,  Japan  has  already  declined  to  parti- 
cipate in  a  regular  informal  dialogue  among 
economic  ministers  of  ASEAN  and  other 
East  Asian  countries. 

Hopefully  the  transition  that  Japan  is 
now  going  through  will  be  relatively  quick, 
because  the  expectation  of  others  in  the  re- 
gion on  Japanese  leadership  is  high.  Whether 
Japan  can  fulfill  this  and  really  becomes  a 
leader  on  its  own  right  will  depend  on  how 
fast  and  how  far  those  changes  can  be  real- 
ised. 

One  thing  is  clear,  Japan  needs  the 
alliance  with  the  USA  and  also  needs 
ASEAN  to  be  able  to  play  a  political  role 
commensurate  with  her  economic  status  in 
the  Asia  Pacific  region  and  in  the  world. 


The  Asia  Pacific  Region 
on  the  Threshold  of  the  21st  Century: 

Trends  and  Goals* 


Hadi  Soesastro 


Introduction 

THE  Asia  of  the  21st  century  is  likely 
to  be  an  Asia  which  sets  the  tone, 
direction,  and  shape  of  the  Asia  Pa- 
cific region  and  becomes  the  centre  of  that 
region.  This  lies  at  the  heart  of  a  re-defini- 
tion of  Asia.  The  Asia  Pacific  region  is  an 
emerging  region.  In  geographic  terms,  it  is  a 
region  comprising  countries  and  economies 
that  are  linked  together  by  the  Pacific 
Ocean.  However,  the  emerging  Asia  Pacific 
region  is  not  merely  a  geographic  construct. 
Perhaps,  it  is  a  geo-economic  region  as  its 
emergence  has  been  largely  market- driven. 
As  such  its  boundaries  remain  open-ended. 
This  may  be  the  most  important  feature  of 
this  region  and  which  distinguishes  this  re- 
gion from  other  regions. 

For  now,  the  Asia  Pacific  region  can  be 
defined  as  encompassing  members  of  the 

•Paper  presented  at  the  "Indonesia- Russia  Con- 
ference", organised  by  Institute  of  Oriental  Studies, 
Academy  of  Sciences,  Moscow,  and  CSIS,  Jakarta,  on 
May  29-30,  1995. 


inter- governmental  forum,  APEC  (Asia 
Pacific  Economic  Cooperation),  namely 
Australia,  Brunei,  Canada,  China,  Chile, 
Hong  Kong,  Indonesia,  Japan,  Korea 
(South),  Malaysia,  Mexico,  New  Zealand, 
Papua  New  Guinea,  Philippines,  Singapore, 
Taiwan  (Chinese  Taipei),  Thailand,  and  the 
United  States.  It  can  also  cover  an  even 
wider  region  involving  members  of  the  non- 
governmental forum,  PECC  (Pacific  Eco- 
nomic Council),  which  includes  all  APEC 
members  plus  Colombia,  Russia  and  Viet- 
nam. Whichever  definition  is  used,  the  other 
important  and  distinguishing  feature  of  this 
region  is  its  diverse  membership,  involving 
industrialised,  newly  industrialising,  and 
developing  economies. 

In  the  global  context,  Asia  Pacific  has 
become  the  most  dynamic  region.  During  the 
last  five  years,  from  1989  to  1993,  the  aver- 
age annual  rate  of  economic  growth  of  the 
Asia  Pacific  region  was  about  3.5  per  cent 
per  annum.  Excluding  the  United  States  and 
Japan,  the  annual  rate  of  growth  of  the  rest 
of  the  region  was  five  per  cent  per  annum. 
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These  rates  are  significantly  higher  than  that 
of  the  world  (2.1  per  cent  per  annum)  and  of 
the  European  Union  (1.6  per  cent  per  an- 
num). 

The  region's  growth  performance  has 
been  accompanied  by  increased  economic  in- 
terdependence and  market  integration.  This 
raises  a  number  of  policy  issues  which  in  a 
sense  have  become  important  items  in  the 
national,  regional  and  international  agenda 
of  almost  all  countries  in  the  Asia  Pacific 
region.  First,  what  would  be  required  to  sus- 
tain the  region's  growth  and  economic 
dynamism?  Second,  will  economic  integra- 
tion and  interdependence  enhance  or  impair 
regional  security?  Third,  should  the  region 
form  a  regional  structure  of  sorts  in  order  to 
minimise  political  frictions  that  could  result 
from  increased  economic  interdependence? 
There  is  a  fourth  question  that  is  being  raised 
with  increased  frequency,  namely  whether 
the  Asia  Pacific  region  can  play  a  leadership 
role  in  maintaining  an  open  global  trading 
system. 

An  Overview  of  the  Asia  Pacific  Re- 
gion 

With  some  exceptions,  the  Asia  Pacific 
region  has  been  able  to  maintain  its  growth 
momentum  since  the  early  1990s  despite  the 
slowing  down  of  world  output  and  trade. 
This  is  particularly  true  for  the  developing 
countries  in  the  region.  During  the  periode 
of  1980-1993,  most  East  Asian  economies 
achieved  a  growth  rate  between  seven  and  10 
per  cent  per  annum.  For  example,  the  aver- 
age annual  rates  of  growth  were  9.5  per  cent 
in  Thailand,  8.6  per  cent  in  Malaysia,  8.2  per 
cent  in  China,  8  per  cent  in  Singapore,  6.9 
per  cent  in  Indonesia  and  6.8  per  cent  in 
Korea. 


This  raises  the  question  of  the  region's 
resilience  to  global  recession.  The  ability  of 
many  countries  in  the  region  to  maintain 
double-digit  growth  in  exports  is  seen  to  be 
due  to  their  outward- oriented  policies,  sig- 
nificant diversification  in  products  and 
markets,  increased  intra-regional  trade  as 
well  as  increased  intra-regional  investment 
flows.  However,  in  order  to  maintain  their 
growth  momentum  a  World  Bank  study  sug- 
gests that  the  East  Asian  economies  need  to 
pursue  their  reform  programs  vigorously, 
particularly  with  regard  to  state  enterprises 
and  the  financial  sector,  as  well  as  to  address 
problems  of  infrastructural  bottlenecks  and 
environmental  protection. 1 

Export  of  Asia  Pacific  economies,  ex- 
cluding the  United  States  and  Japan,  is  pro- 
jected to  grow  by  about  10  to  1 1  per  cent  per 
annum  in  real  terms  in  1994  and  1995.  These 
rates  are,  for  example,  about  16  to  17  per 
cent  for  Hong  Kong  and  Indonesia,  around 
13  to  15  per  cent  for  China,  Malaysia  and 
Thailand,  and  between  10  and  12  per  cent 
for  Singapore  and  the  Philippines.2 

The  size  of  Asia  Pacific  trade  is  now  as 
large  as  that  of  the  European  Union  (EU). 
Intra-regional  trade  are  also  projected  to 
continue  to  increase.  Today,  about  70  per 
cent  of  the  region's  trade  is  intra-regional. 
This  is  in  the  same  order  of  magnitude  as 
EU's  intra-regional  trade.  Of  interest  is  the 
fact  that  the  Asia  Pacific  region  has  achieved 
a  degree  of  trade  interdependence  and  eco- 
nomic integration  as  high  as  those  among 
members  of  the  EU  without  forming  a  trade 
bloc. 


'World  Bank,  Sustaining  Rapid  Development 
(December  1992). 

2Pacific  Economic  Cooperation  Conference,  Pacific 
Economic  Outlook  1994-1995. 
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Table  1 

GDP  GROWTH  RATES,  1989-1993 


Region 

1989 

1990 

1991 

1992 

1993 

Asia  Pacific 

5.3 

3.2 

2.7 

3.3 

3.8 

(excl.  US  &  Japan) 

5.8 

4.5 

3.9 

4.9 

5.8 

European  Union 

3.5 

3.0 

0.7 

1.0 

-0.3 

World 

3.4 

2.2 

0.7 

1.8 

2.3 

Source:    International  Monetary  Fund,  World  Economic  Outlook  (May  1994);  Pacific  Economic  Cooperation 
Council,  Pacific  Economic  Outlook  (various  issues). 


Table  2 


SHARE  OF  INTRA-  REGIONAL  TRADE 
(as  Per  Cent  of  Total) 


Exports  Imports 


1970  1992  1970  1992 


Asia  Pacific 

57.0 

69.7 

62.0 

70.4 

Australia 

61.1 

73.1 

50.0 

66.2 

Brunei 

99.5 

90.6 

85.5 

72.1 

Canada 

71.0 

87.9 

76.1 

79.1 

Chile 

28.6 

50.4 

46.0 

44.4 

China 

55.3 

76.8 

51.8 

66.9 

Hong  Kong 

61.1 

73.0 

68.5 

85.1 

Indonesia 

80.5 

79.0 

66.7 

68.4 

Japan 

62.6 

67.8 

60.6 

64.5 

Korea  (South) 

71.4 

81.8 

69.6 

85.5 

Malaysia 

68.8 

77.4 

65.2 

79.9 

Mexico 

66.8 

87.1 

69.5 

81.9 

New  Zealand 

43.5 

70.7 

51.1 

70.9 

Peru 

50.7 

56.3 

55.7 

59.6 

Philippines 

89.8 

77.6 

75.0 

72.9 

Singapore 

71.9 

69.2 

74.4 

59.9 

Taiwan 

75.2 

81.9 

73.6 

77.0 

Thailand 

65.8 

64.4 

71.8 

67.7 

United  States 

59.5 

56.7 

66.2 

46.1 

Source: 


Pacific  Economic  Cooperation  Council,  Pacific  Economic  Outlook  1994-1995. 
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As  shown  in  Table  2,  intra- regional  trade 
of  Asia  Pacific  economies  ranged  from 
about  50  per  cent  in  the  case  of  Chile  and 
Colombia  to  about  90  per  cent  in  the  case  of 
Brunei.  Even  if  intra- regional  trade  con- 
tinues to  grow,  it  is  far  from  certain  whether 
intra- regional  trade  can  compensate  for 
global  trade. 

Increased  intra- regional  trade  and  invest- 
ment in  the  Asia  Pacific  are  manifestations 
of  market- driven  integration  which  has  been 
promoted  through  restructuring  and  eco- 
nomic reform  policies  that  have  been 
adopted  by  many  East  Asian  economies  and 
the  globalisation  strategy  of  corporations  in 
the  region. 

Intra- regional  trade  in  the  Asia  Pacific  is 
now  dominated  by  trade  between  East  Asia 
and  North  America  although  intra-East 
Asian  trade  has  increased  significantly.  Dur- 
ing the  past  decade,  East  Asian  trade  with 
North  America  has  increased  slightly  faster 
than  East  Asian  intra- regional  trade.  In  fact, 
East  Asian  trade  with  the  EU  also  increased 
about  as  fast  as  the  growth  of  East  Asian 
intra- regional  trade.  Thus,  the  increased 
intra-regional  trade  in  East  Asia  appears  to 
result  from  the  high  and  increased  ra|e  of 
growth  of  East  Asian  trade  in  general. 

A  more  detailed  examination,  which  dis- 
aggregates trade  into  export  and  import 
trade,  shows  that  East  Asia  and  North 
America  exhibit  similar  trends  and  mag- 
nitudes in  their  intra-regional  exports.  This 
suggests  that  both  sub- region's  reliance  on 
outside  markets  remain  high  (60  per  cent). 
Intra-regional  imports  have  also  increased  in 
East  Asia  and  North  America,  but  the  level 
was  much  higher  in  East  Asia  than  in  North 
America.  This  shows  the 'greater  tendency 
for  East  Asia  to  source  its  imports  from 
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within  its  own  region.  It  appears  that  this  de- 
velopment has  been  the  result  of  increased 
investment  links  within  East  Asia. 

Indeed,  one  of  the  most  interesting  de- 
velopments that  have  taken  place  in  the  Asia 
Pacific  region,  especially  in  East  Asia,  is  in 
the  field  of  foreign  direct  investment  (FDI). 
Intra-regional  FDI  flows  have  increased 
dramatically  over  the  past  ten  years  or  so. 
For  example,  the  stock  of  FDI  in  the  five 
ASEAN  countries  (excluding  Brunei)  is 
estimated  to  have  increased  by  about  14  per 
cent  annually  since  1980.  The  increase  of  the 
stock  of  FDI  in  China  since  1988  was  even 
higher,  namely  about  25  per  cent  annually. 
Since  1980  the  stock  of  FDI  in  developing 
East  Asia  might  have  increased  by  a  total  of 
US$130  billion. 

Japan,  of  course,  was  the  main  source  of 
FDI  to  developing  East  Asia.  Based  on 
balance- of- payments  data,  the  cumulative 
outward  flows  of  Japanese  FDI  for  the 
period  1985-1992  amounted  to  US$220  bil- 
lion. The  main  destination  of  Japanese  FDI 
is  still  the  United  States  but  most  of  it  is  in 
non- manufacturing  activities.  In  contrast, 
most  of  Japan's  FDI  in  East  Asia  is  in  manu- 
facturing. Thus,  of  total  Japan's  manufac- 
turing FDI,  East  Asian  shares  are  consider- 
able. 

Other  traditional  sources,  namely  the 
United  States  and  Europe,  continue  to  be 
important  for  the  East  Asian  region.  In  addi- 
tion, new  sources  have  also  emerged,  and 
they  have  increased  quite  rapidly.  The  stock 
of  FDI  of  the  Asian  NIEs  (newly  industrialis- 
ing economies)  in  East  Asia,  most  in  the 
ASEAN  countries  and  China,  have  increased 
by  about  US$40  billion  in  the  past  decade. 
This  means  that  about  one- third  of  the  total 
increase  in  the  stock  of  FDI  in  East  Asia 
originated  from  the  Asian  NIEs.  The  other 
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interesting  feature  that  has  been  observed  in 
the  region  is  that  of  increased  cross-invest- 
ments. The  stock  of  FDI  from  developing 
East  Asia  in  the  United  States  today  pro- 
bably amount  to  US$10  billion,  most  of 
which  are  of  recent  vintage.  Thus,  the  FDI 
picture  in  the  Asia  Pacific  region  is  charac- 
terised not  only  by  the  dramatic  rise  in 
volume  but  also  by  some  shifts  and  likely 
even  more  significant  shifts  in  the  future, 
both  in  the  destination  of  FDI  flows  and  the 
changing  structure  of  its  sources. 

If  East  Asia  can  maintain  the  momentum 
of  growth  of  intra- regional  investments  in 
particular  and  FDI  in  general,  the  region's 
economic  growth  and  dynamism  can  be  sus- 
tained. 

FDI  flows  in  the  region  have  been  in- 
fluenced by  various  push  and  pull  factors. 
The  first  wave  of  FDI  flows  into  developing 
East  Asia  in  the- 1960s  and  early  1970s  was 
motivated  by  protected  local  markets  and 
the  first  major  yen  revaluation.  It  was  mani- 
fested mainly  in  joint  ventures  in  textiles  and 
household  electrical  equipment.  This  was 
followed  by  the  second  wave  in  the  1970s 
that  was  spurred  by  the  region's  bright  pro- 
spects and  the  availability  of  low  cost  capital. 
This  wave  of  investments  included  import 
substitution  projects  in  basic  industries  and 
the  creation  of  American  export  platforms  in 
consumer  electronics  and  semiconductors. 
The  third  wave,  involving  the  relocation  of 
labour  intensive  manufacturing  from  Japan 
and  the  Asian  NIEs  to  ASEAN,  resulted 
essentially  from  the  appreciation  of  the  yen 
and  several  NIEs  currencies  in  the  mid- 
1980s.  This  major  push  coincided  with  a  ma- 
jor pull  that  resulted  from  the  significantly 
improved  investment  climate  in  the  ASEAN 
countries  to  boost  their  exports. 


There  are  many  scenarios  as  to  the  com- 
ing, fourth  wave  of  FDI  flows  into  East 
Asia.  One  scenario  sees  a  massive  foreign  in- 
vestment boom  in  China  with  the  possibility 
of  significant  investment  diversions  from 
other  destinations,  including  ASEAN. 
Another  scenario  suggests  that  the  fourth 
wave  will  be  characterised  not  so  much  by 
the  shift  in  destination  but  by  a  major 
change  in  the  origin  of  FDI  flows  in  the  re- 
gion, namely  the  rise  of  so-called  "overseas 
Chinese"  capital  as  manifested  in  FDI  flows 
from  the  Chinese  economies  of  Hong  Kong 
and  Taiwan.  These  flows  may  not  be  directed 
only  to  China  but  to  some  significant  degree 
will  also  be  going  to  the  ASEAN  countries. 

Yet  another  scenario  postulates  the 
fourth  wave  of  FDI  flows  into  the  region  as 
one  which  originates  primarily  from  Japan, 
resulting  from  the  globalisation  strategies  of 
Japanese  companies  that  would  involve  new, 
cutting- edge  technologies,  such  as  fiber  op- 
tics, where  different  production  activities  on 
the  technological  ascendancy  curve  will  be 
undertaken  outside  Japan.  It  is  likely  that 
Japan  will  retain  production  activities 
around  so-called  "core"  technologies.  How- 
ever, this  wave  is  distinctly  different  from 
the  relocation  of  industries  following  the  yen 
revaluations. 

As  the  ASEAN  countries  and  China  con- 
tinue to  upgrade  their  level  of  technological 
capabilities  they  will  be  able  to  participate  in 
such  production  networks,  together  with 
other  Asian  NIEs.  This  scenario  sees  a  fur- 
ther consolidation  of  the  East  Asian  regional 
production  network  with  Japan  at  its  core 
and  also  an  elevation  of  this  network  to 
higher  technological  levels,  thus  giving  sup- 
port to  the  "flying  geese"  paradigm. 

It  is  believed  that  the  globalisation  stra- 
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tegies  of  Japanese  companies  has  as  their  ob- 
jective the  creation  of  regional  sources  of 
competitive  advantage  that  would  strengthen 
their  position  both  in  the  international  mar- 
ketplace and  at  home.  This  suggests  that  the 
development  and  consolidation  of  regional 
production  networks  by  Japanese  firms  are 
likely  to  continue.  Networking  has  become 
the  name  of  the  game  because  firms  now 
operate  in  a  more  competitive  and  uncertain 
environment.  There  are  a  number  of  possible 
implications  of  this  trend. 

There  are  views  suggesting  the  emergence 
of  two  major  production  and  business  net- 
works in  the  region.  One  is  a  Japanese  net- 
work, and  the  other  a  Chinese  network,  the 
latter  referring  to  cross-border  production 
and  business  linkages  among  "overseas" 
Chinese  capital  and  mainland  China.  While 
the  Japanese  network  can  be  seen  as  being 
based  on  technology,  it  is  more  difficult  to 
define  the  basis  of  a  Chinese  network:  is  it 
cultural  or  particular  kinds  of  financial  rela- 
tions? There  are  no  reasons  to  predict  that,  if 
indeed  such  networks  exist,  they  are  bound 
to  collide  with  each  other.  Perhaps,  what 
may  emerge  are  two  layers  of  regional  pro- 
duction networks,  with  that  of  Japan  having 
a  higher  technological  content. 

What  about  US  participation  in  East 
Asian  production  activities?  The  stock  of  US 
investments  in  East  Asia  is  currently  about 
half  the  accumulated  value  of  Japan's  FDI 
in  East  Asia,  although  a  decade  ago  they 
were  about  the  same  order  of  magnitude. 
However,  the  share  of  manufacturing  in  US 
FDI  in  the  Asia  Pacific  region  has  increased. 
For  example,  the  share  of  manufacturing  in 
US  FDI  in  Malaysia  increase  from  17  per 
cent  in  1977  to  about  60  per  cent  in  1990. 
This  suggests  that  US  FDI  also  contributes 
to  the  emerging  new  patterns  of  comparative 


advantage  in  the  Asia  Pacific  region,  al- 
though its  involvement  is  far  less  intense 
than  that  of  the  East  Asian  countries. 

It  has  been  suggested  that  the  United 
States  can  greatly  enhance  the  international 
competitiveness  of  its  industries  by  in- 
tegrating more  deeply  its  production  activi- 
ties with  those  of  East  Asia.  However,  the 
increased  economic  interdependence  be- 
tween the  United  States  and  Japan,  for  in- 
stance, is  seen  by  some  as  a  threat  to  the 
American  economy.  In  the  post-Cold  War 
era  the  United  States  seems  to  be  less  willing 
to  bear  the  adjustment  costs  that  are  being 
incurred  by  East  Asian  industrialisation. 
Meanwhile,  trans- Pacific  economic  tensions 
can  have  significant  security  implications  for 
the  region. 

Economic  Integration,  Regional 
Security  and  the  Emerging  Regional 
Economic  Architecture 

The  question  of  whether  economic  inte- 
gration and  interdependence  in  the  Asia  Pa- 
cific region  enhance  or  impair  regional  se- 
curity remains  to  be  asked  because  analyses 
on  the  links  between  economic  and  security 
have  produced  inconclusive  results. 

On  the  other  hand,  it  can  be  argued  that 
economic  interdependence  and  integration  in 
the  region  contribute  to  economic  growth 
and  development  of  regional  countries  and 
to  the  economic  dynamism  of  the  region  as  a 
whole.  As  people's  well-being  in  the  region 
increases  the  region  become  more  stable;  this 
in  turn  improves  the  region's  security.  This 
view  points  to  a  "virtuous  circle"  of  na- 
tional economic  development,  regional  eco- 
nomic integration  and  enhanced  security  in 
the  Asia  Pacific  region. 
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On  the  other  hand,  the  dynamic  changes 
in  comparative  advantage  that  result  from 
increased  economic  integration  could  cause 
political  frictions  to  arise  among  regional 
countries,  especially  when  national  eco- 
nomies fail  to  undertake  the  necessary  ad- 
justments domestically.  In  addition,  the 
greater  sensitivity  of  national  economies  to 
external  developments  could  result  in  heigh- 
tened competition  between  increased  cross- 
border  economic  integration  in  the  region 
and  national  political  sovereignty  that  could 
threaten  regional  stability  and  security. 

It  now  appears  to  be  well  understood  that 
the  uncertainty  in  the  linkage  between  eco- 
nomic interdependence  and  security  requires 
a  regional  response  in  developing  common 
approaches  to  "organise"  the  region.  This 
coincides  with  the  rise  of  economic  regional- 
ism globally.  How  should  countries  in  the 
Asia  Pacific  region  respond  to  this  chal- 
lenge? 

The  ASEAN  countries,  for  instance,  are 
engaged  in  an  ever  growing  number  of  re- 
gional economic  cooperation  arrangements. 
First  and  foremost  is  ASEAN  itself.  It  is 
widely  believed  that  this  economic  associa- 
tion is  primarily  aimed  at  developing  a  kind 
of  regional  solidarity  among  neighbours  for 
the  purpose  of  regional  peace  and  stability. 
Thus,  this  association  is  largely  political- 
driven.  The  founding  fathers  of  ASEAN 
made  it  clear,  however,  that  regional  eco- 
nomic integration  is  not  the  objective  of 
ASEAN. 

In  1992  ASEAN  leaders  began  to  realise 
that  their  economies  are  rapidly  involved  in 
market- driven  processes  towards  regional 
and  international  economic  integration. 
Rather  than  each  country  going  its  own  way, 
they  thought  that  by  joining  forces  they 
could  enhance  their  collective  position  and 


increase  the  gains  from  integration  in  the 
world  economy.  In  addition,  they  believe 
that  governments  can  facilitate  this  market- 
driven  integration. 

This  realisation  led  to  the  decision  to 
form  an  ASEAN  Free  Trade  Area  (AFT A). 
ASEAN  governments  also  realised  that  im- 
proving and  strengthening  intra-ASEAN 
economic  cooperation  have  become  im- 
perative for  the  viability  and  relevance  of 
ASEAN.  It  was  felt  that  closer  economic  co- 
operation has  become  more  feasible  due  to 
the  changing  nature  of  the  ASEAN  eco- 
nomies. The  external  shocks  in  the  1980s 
have  led  the  ASEAN  countries  to  undertake 
adjustments  by  adopting  outward  oriented 
strategies  and  unilateral  liberalisation. 

In  essence  AFTA  is  primarily  aimed  at 
enhancing  ASEAN' s  attractiveness  as  an  in- 
vestment location  and  market.  It  can  also  be 
seen  as  a  training  ground  for  the  ASEAN 
members  in  their  efforts  to  integrate  more 
fully  into  the  world  economy.  However,  AF- 
TA's  scope  is  much  more  limited  than  that 
of  other  recent  regional  cooperation  initia- 
tives such  as  NAFTA  (North  American  Free 
Trade  Agreement).  Some  have  even  argued 
that  the  AFTA  scheme  is  rather  archaic  in 
nature  and  that  the  15  year  period  for  its 
completion  is  far  too  long.  Recently, 
ASEAN  governments  have  agreed  to  seek 
ways  to  accelerate  AFTA's  implementation. 

AFTA  is  but  one  of  a  number  of  in- 
itiatives that  are  currently  being  promoted 
by  ASEAN  governments.  Other  initiatives 
are  seen  as  complementarity  because 
ASEAN  is  both  too  small  and  too  big.  On 
the  one  hand,  ASEAN  is  considered  too  big 
in  the  sense  that  despite  restructuring  of  each 
of  the  ASEAN  economies  they  are  still 
diverse  and  at  different  levels  of  develop- 
ment and  thus,  integration  among  all  its 
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members  tends  to  be  shallow.  Thus,  to  make 
economic  cooperation  meaningful,  ASEAN 
has  adopted  the  so-called  "six  minus  X" 
principle  through  which  less  than  all  mem- 
bers can  undertake  an  ASEAN  cooperation 
project.  An  example  of  this  is  the  develop- 
ment of  the  SIJORI  growth  triangle  involv- 
ing Singapore,  Johor  in  Malaysia,  and  Riau 
in  Indonesia. 

On  the  other  hand,  ASEAN  is  too  small 
to  be  effective  in  its  external  economic  diplo- 
macy given  the  uncertainties  in  the  world 
economy.  To  increase  its  effectiveness, 
ASEAN  sees  the  need  to  be  part  of  larger 
groupings  in  the  Asia  Pacific  region  such  as 
APEC  (Asia  Pacific  Economic  Cooperation) 
and  EAEC  (East  Asian  Economic  Caucus). 

The  different  economic  cooperation 
schemes  that  ASEAN  is  engaged  in  form  a 
kind  of  concentric  of  cooperation,  each  of 
which  are  to  be  consistent  with  the  further 
enhancement  of  the  GATT- based  multi- 
lateral trading  system.  As  distinct  from 
APEC  and  the  SIJORI  scheme,  AFTA  is  a 
departure  from  the  basic  non- discriminatory 
principle  of  the  GATT,  but  is  sanctioned 
under  Article  XXIV  of  GATT. 

Although  AFTA  is  a  preferential  ar- 
rangement among  its  members,  the  ASEAN 
countries  realise  that  AFTA  should  be  out- 
ward oriented.  The  different  schemes  of 
ASEAN  intra-  and  extra- regional  coopera- 
tion should  ideally  reinforce  each  other.  In- 
deed, a  balance  of  attention  to  developing 
intra-  and  extra- regional  links  should  be 
maintained  because  excessive  preoccupation 
with  facilitating  intra- regional  economic 
links  tends  to  divert  attention  away  from  the 
important  objective  of  global  trade  liberal- 
isation. In  view  of  its  trade  with  the  rest  of 
the  world,  ASEAN  should  seek  ways  to  sus- 
tain and  enhance  its  trade  and  other  eco 
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nomic  links  with  all  its  trading  partners. 

Each  of  the  different  schemes  of 
ASEAN' s  extra- regional  cooperation, 
APEC  and  EAEC,  is  an  insurance  policy  for 
ASEAN;  it  is  an  insurance  policy  against  the 
uncertain  development  in  the  world  eco- 
nomy. Indeed,  uncertainty  appears  to  be  the 
driving  force  behind  many  forms  of  regional 
cooperation  that  are  currently  being  pro- 
posed, including  ARF  (ASEAN  Regional 
Forum)  in  the  politico- security  field.  A  "new 
regionalism"  is  emerging  in  the  Asia  Pacific 
region.  One  important  characteristic  of  this 
new  regionalism,  which  is  clearly  spelled  out 
in  the  politico- security  realm,  is  the  principle 
of  inclusiveness,  namely  the  inclusion  of  the 
very  sources  of  uncertainty  (or  potential 
threat)  themselves  in  the  regional  arrange- 
ment concerned.  This  characteristic  should 
also  be  adopted  in  the  economic  field  as  pro- 
vides the  underlying  logic  for  the  strategy  of 
concentric  circles  of  cooperation  that  is  be- 
ing pursued  by  ASEAN. 

The  ASEAN  region  as  a  whole  has  been 
an  upsurge  of  foreign  direct  investment 
(FDI)  since  the  mid-1980s.  A  large  propor- 
tion of  these  investments  are  export  oriented 
and  are  due  to  relocation  from  Japan  and 
the  East  Asian  NIEs.  Japanese  investments 
into  ASEAN  have  increased  substantially, 
primarily  due  to  "endaka",  the  appreciation 
of  the  yen.  These  investments,  particularly  in 
the  machinery  sectors,  have  increased 
ASEAN' s  integration  in  the  emerging  East 
Asian  production  network.  Therefore  it  is  in 
ASEAN' s  interest  to  maintain  its  attractive- 
ness to  FDI. 

Studies  have  shown  that  the  pattern  of 
intra-ASEAN  trade  will  not  be  significantly 
altered  by  the  introduction  of  AFTA  and 
that  ASEAN' s  trade  will  continue  to  be 
directed  to  Japan  and  the  East  Asian  NIEs, 
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North  American  and  Europe.  Thus,  by 
necessity  AFTA  will  have  to  be  outward 
oriented.  AFTA  can  contribute  to  increasing 
economic  efficiency  in  the  region  through 
the  reduction  of  trade  barriers  among  the 
regional  countries.  However,  tariff  cutting 
alone  will  not  be  sufficient  and  other  im- 
pediments to  economic  transactions  must  be 
tackled  rather  soon. 

In  addition  to  ASEAN  and  AFTA,  there 
is  APEG.  APEC  is  still  in  its  infancy  as  it  is 
less  than  five  years  old.  It  is  also  not  im- 
mediately obvious  from  its  name  what 
APEC  is  supposed  to  be.  When  it  came  into 
being  in  November  1989  it  was  proclaimed  as 
an  "informal  inter-governmental  process" 
to  promote  economic  cooperation  in  the 
Asia  Pacific  region.  APEC  is  a  major  experi- 
ment in  regional  institution  building  involv- 
ing such  diverse  countries  and  economies. 

The  ASEAN  countries  have  been 
cautious  about  the  institutionalisation  of 
APEC.  There  was  the  concern  that  the  vast 
disparities  in  income,  technology  and  skill 
level  among  the  APEC  economies  could  lead 
to  asymmetrical  dependence,  heightened  ten- 
sion and  North-South  polarisation  within 
APEC.  ASEAN' s  fears  of  dilution  in  a  wider 
regional  organisation  and  the  concern  of  be- 
ing dominated  and  overshadowed  by  the 
much  larger  economies  have  led  to  the  in- 
sistence on  the  informal  arrangements  and 
non-institutionalisation  of  APEC. 

Nonetheless,  ASEAN  does  recognise  the 
importance  of  APEC  in  ASEAN' s  interna- 
tional economic  and  trade  diplomacy.  Fur- 
thermore, even  though  APEC  remains  essen- 
tially a  consultative  forum  there  is  ample 
room  for  developing  regional  economic  co- 
operation activities.  Thus,  despite  the  rhe- 
torics, ASEAN  is  sufficiently  pragmatic  to 
accept  a  gradual   institutionalisation  of 


APEC.  As  stated  by  the  Indonesian  Foreign 
Minister,  Ali  Alatas,  APEC  shold  become 
an  organisation  with  a  secretariat  and  a 
codified  set  of  rules  and  procedures  in  a 
gradual  way  like  ASEAN. 

APEC  already  has  a  secretariat.  The  an- 
nual ministerial  meetings  are  being  prepared 
by  a  series  of  senior  officials  meetings.  In 
1993  APEC  leaders  met  for  the  first  time  and 
this  year  there  will  also  be  another  APEC 
leaders  meeting.  This  structure  of  coopera- 
tion is  producing  initiatives  and  APEC  has  a 
rich  agenda.  Each  year,  the  host  of  the 
ministerial  meeting  provides  leadership!  As 
such  it  can  project  its  interest  and  vision  of 
APEC  into  the  process.  For  instance,  In- 
donesia as  the  1994  chair  of  APEC  em- 
phasises on  the  need  to  promote  develop- 
mental issues,  such  as  human  resources  de- 
velopment, infrastructure,  cooperation 
among  SMEs  (small  and  medium  enter- 
prises), that  would  help  raise  the  level  of 
readiness  on  the  part  of  the  developing 
members  of  APEC  to  engage  in  a  number  of 
regional  trade  initiatives. 

APEC's  trade  liberalisation  agenda  has 
from  the  beginning  focused  on  non-discrimi- 
natory measures,  such  as:  (a)  an  enhanced 
exchange  of  information  about  trading  pat- 
terns; (b)  increased  transparency  of  trade 
and  investment  policies;  (c)  reducing  uncer- 
tainty involved  in  international  transactions; 
(d)  harmonisation  or  mutual  recognition  of 
policies,  regulations  and  standards;  (e)  non- 
discriminatory lowering  of  tariffs  or  barriers 
to  labour  and  capital  movement.  This  agen- 
da could  accelerate  the  beneficial  process  of 
market-driven  integration  in  the  Asia  Pacific 
region. 

In  the  second  APEC  Economic  Leaders 
Meeting  (AELM)  held  in  Bogor  (Indonesia) 
in  November  1994,  leaders  from  the  18 
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member  economies  agreed  on  an  APEC  goal 
for  achieving  "free  and  open  trade  and  in- 
vestment in  the  area"  by  the  year  2020.  A 
few  principles  for  the  implementation  of  the 
so-called  Bogor  Declaration  are  contained  in 
the  Declaration  itself.  Among  others,  it  is 
stipulated  that:  (a)  this  goal  will  be  achieved 
in  a  GATT- consistent  manner;  (b)  the  pace 
of  implementation  will  take  into  account  the 
differing  levels  of  economic  development 
among  APEC  economies;  (c)  APEC  opposes 
the  creation  of  an  inward- looking  trading 
bloc;  and  (d)  the  outcome  of  APEC  liberali- 
sation will  not  be  the  actual  reduction  of  bar- 
riers among  APEC  economies  but  also  be- 
tween APEC  economies  and  non-  APEC  eco- 
nomies. The  next  APEC  Meeting  in  Osaka  in 
November  1995  is  expected  to  produce  an  ac- 
tion agenda  for  achieving  the  APEC  goal. 

Is  there  need  for  an  East  Asian  caucus  in 
APEC?  This  is  what  EAEC  is  supposed  to 
be.  It  is  a  modification  of  the  idea  of  an  East 
Asian  Economic  Group  (EAEG)  which  was 
proposed  by  Prime  Minister  Mahathir  of 
Malaysia.  ASEAN  has  agreed  to  form 
EAEC  but  it  will  not  do  so  without  the  par- 
ticipation of  Japan.  Japan  has  not  decided 
on  whether  it  will  join  EAEC  or  not. 

From  ASEAN' s  point  of  view,  EAEC  is 
seen  as  an  important  insurance  policy  be- 
cause even  though  the  Uruguay  Round  has 
been  completed  successfully  there  remains 
some  uncertainty  with  regard  to  US  trade 
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policy  and  the  development  of  NAFTA.  The 
late  Okita  Saburo  argued  that  an  EAEC 
could  help  define  US  relations  with  the 
whole  of  East  Asia  ~  like  its  relations  with 
the  European  Community  -  as  relations  be- 
tween equals.  Okita  clearly  stated,  however, 
that  an  EAEC  cannot  substitute  for  but 
should  be  a  complement  to  Asia  Pacific 
cooperation  which  remains  to  be  Japan's 
priority  in  the  region. 

In  addition,  recently  ASEAN  has  pro- 
posed the  creation  of  a  dialogue  forum  be- 
tween Asia  and  Europe,  focusing  mainly  on 
economic  relations  and  economic  coopera- 
tion between  the  two  regions.  The  initial 
agreement  is  for  the  holding  of  an  Asia- 
Europe  Meeting  sometime  in  the  first  half  of 
1996.  This  initiative  clearly  shows  the  deter- 
mination of  ASEAN  in  particular  and  Asia 
in  general  to  keep  the  region  as  an  "open" 
region. 

It  is  ASEAN' s  belief  that  the  priority  of 
all  Asia  Pacific  countries  should  be  placed 
on  the  multilateral,  global  level.  Together 
the  Asia  Pacific  countries  should  strengthen 
the  WTO  (World  Trade  Organisation).  Per- 
haps, it  is  the  Asia  Pacific  region  that  is 
capable  of  assuming  a  leadership  role  in 
maintaining  an  open  multilateral  trading  sys- 
tem. This  presupposes  that  the  Asia  Pacific 
region  consistently  implement  the  idea  of 
open  regionalism.  Asia,  indeed,  should  be 
the  champion  of  open  regionalism. 


Asia  Pacific  Dynamism 
in  Investment  Flows: 
An  ASEAN-Indonesian  Perspective* 

Soedarpo  Sastrosatomo 


Introduction 

ONCE  a  seemingly  unimportant  and 
insignificant  component  of  the  ag- 
gregate world  economic  product, 
trade  in  goods  and  services,  now  accounts 
for  about  one  fifth  of  the  world's  economic 
product  and  is  probably  the  single  most  im- 
portant generator  of  new  employment.  Be- 
tween 1970  and  1990,  international  trade  in 
goods  increased  a  phenomenal  tenfold  from 
US$315.1  billion  in  1970  to  US$3,415.3  bil- 
lion in  1990.  Trade  in  services,  which  was 
thought  to  be  insignificant  so  that  interna- 
tional statistics  were  not  even  gathered  until 
the  last  decade  or  so,  more  than  doubled  in 
1980s. 

Furthermore,  as  the  global  and  regional 
economy  has  transitioned  from  "trade 
driven"  to  "investment  driven",  foreign 
direct  investment  worldwide  has  averaged  in 
excess  of  US$100  billion  a  year  since  1990, 
about  10  times  the  figure  in  1970s.  This  ex- 

•Paper  presented  at  PECC  11th  General  Meeting, 
Beijing,  September  27-29,  1995. 


pansion  in  trade  has  been  the  primary  engine 
of  growth  throughout  the  world.  It  has  also 
served  radically  to  realign  industries,  restruc- 
ture economies  and  indeed,  entire  societies. 
The  ability  to  compete,  which  requires  access 
to  ever  larger  markets  ~  both  labour  and 
consumer  markets,  is  the  driving  force  be- 
hind this  trading  system.  This  results  in  re- 
gionalism, which  basically  works  in  the  prin- 
ciple of  economic  integration.  Earlier,  most- 
ly in  the  developing  regions  of  the  world,  re- 
gionalism took  shape  by  promoting  high 
tariffs  and  import  substitution  scheme.  Con- 
temporary experience  shows  that  all  at- 
tempts to  create  trade  fortresses,  to  keep  out 
the  foreign  competition,  are  doomed  to  fail. 
In  today's  world,  we  will  see  more  and  more 
of  open  regionalism.  The  objective  is  clearly 
to  expand  the  pie  by  building  on  the  basis  of 
regional  comparative  advantages. 

Asia  Pacific  Region 

Within  the  Asia  Pacific  region,  there  are 
at  least  four  separate  trading  magnets  that 
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attract  special  complementary  economic  re- 
lationships. 


/.  Japan 

Obviously,  Japan  is  the  major  industrial 
and  financial  force  in  most  of  East  Asia  and 
Pacific.  Its  investments  in  the  so-called 
Asian  Tigers,  i.e.  Thailand,  Malaysia  and 
Singapore  has  generated  employment  and 
economic  growth. 

2.  ASEAN 

In  1991,  the  ASEAN  members  agreed  to 
create  an  ASEAN  Free  Trade  Area  (AFTA) 
in  which  intra- regional  tariffs  would  be  cut 
to  zero  to  five  per  cent  within  15  years. 
ASEAN  alone  represent  a  regional  trading 
alliance  of  333  million  people  with  an  annual 
output  of  US$321  billion.  These  measures 
will  undoubtedly  expand  the  ASEAN  trade. 
However,  the  overall  effect  is  likely  to  be 
modest  given  the  size  of  aggregate  output 
and  the  fact  that  intra-ASEAN  trade  ac- 
counts for  only  20  per  cent  of  ASEAN  ex- 
ports. 


3.  China,  Hong  Kong,  Taiwan  and  Korea 

These  are  the  fastest  growing  economies 
in  the  world.  Since  economic  reforms  began 
in  1978,  China's  annual  GDP  growth  rate 
has  been  nearly  nine  per  cent.  Assuming  no 
extraordinary  change  in  policies,  in  10  years 
time  China's  economy  is  expected  to  be  eight 
times  that  of  1978.  With  over  a  billion  peo- 
ple and  a  soaring  economic  growth  rate, 
China  is  its  own  regional  bloc.  Its  awesome 
potentials  could  shape  economic  alliances 
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and  trading  patterns  throughout  the  world. 

4.  US  and  Canada 

Finally,  the  US  and  Canada  are  the 
magnets  for  regional  trade  in  Asia.  In  1993, 
the  US  trade  across  the  Pacific  was  valued  at 
US$325  billion  -  three  times  the  total  US 
trade  with  Latin  America  and  50  per  cent 
higher  than  US  European  trade  flows.  For 
most  of  East  Asia,  the  US  remains  a  vitally 
important  market  absorbing  about  26  per 
cent  of  the  exports  from  the  Newly  In- 
dustrialised Economies  (NIEs)  of  the  region 
versus  11  per  cent  by  Japan.  In  1993,  the 
trade  between  Asia  Pacific  and  North  Amer- 
ica accounted  for  35  per  cent  of  total  world 
trade. 


Trade-Investment  Relationship 

Market  Driven  Integration 

Various  factors  have  led  to  the  increased 
investment  and  trade  linkages  between 
Japan,  NIEs  and  ASEAN.  These  factors  are 
by  and  large  market  driven  and  are  not  re- 
lated to  any  formal  regional  economic  co- 
operation. The  external  shocks  which  oc- 
curred in  the  1980s  -  primarily  commodity 
prices  decline,  notably  oil  prices,  apprecia- 
tion of  yen  and  world  economic  recession, 
underlined  the  vulnerability  of  ASEAN  re- 
source based  economies. 

As  a  response,  most  of  the  four  ASEAN 
member  countries  undertook  a  variety  of 
economic  reforms  aimed  at  diversifying  their 
export  base  away  from  primary  commodities 
to  manufactured  goods,  increasing  efficien- 
cy by  introducing  competitive  forces  and 
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opening  up  their  economies.  Macro-eco- 
nomic stabilisation,  structural  policies  re- 
duce distortions  and  misallocation  of  re- 
sources, and  policies  to  increase  savings  and 
investments  were  undertaken  in  most  of  the 
ASEAN  countries. 

Singapore  has  tried  to  increase  its  com- 
petitiveness in  the  services  and  higher 
technology  sectors.  It  also  tried  to  become  a 
regional  service  centre.  Lately,  there  has  also 
been  a  regionalisation  and  internationalisa- 
tion  drive  to  push  the  Singaporean  com- 
panies to  relocate  and  become  more  com- 
petitive. 


Trade-Increased' Complementarities 

The  trade  pattern  between  Japan  and 
ASEAN  has  changed,  reflecting  the  relative 
costs  and  development  of  international  pro- 
duction/distribution networks.  Over  time 
there  have  been  significant  changes  in  the 
pattern  of  comparative  advantages  of  the 
ASEAN  countries  from  primary  com- 
modities to  natural  resource,  intensive  or  un- 
skilled labour,  intensive  manufactures  and 
further  to  technology  and  human  capital  in- 
tensive manufactures. 

ASEAN  trade  has  expanded  from  3.5  per 
cent  to  4.5  per  cent  of  the  world  trade  be- 
tween the  period  of  1980-1991.  Viewed  from 
the  Japanese  perspective,  ASEAN  as  a 
destination  of  Japanese  exports  increased  in 
importance  from  10  per  cent  to  12  per  cent. 
Whereas,  as  a  source  of  imports,  ASEAN' s 
importance  declined  from  17  per  cent  to  14 
per  cent.  This  is  due  to  the  decline  of  oil 
prices  as  well  as  diversification  of  oil  sup- 
plies away  from  Indonesia,  Malaysia  to 
other  sources. 


On  the  other  hand,  for  ASEAN  Japan 
has  remained  the  largest  partner.  As  a  desti- 
nation of  exports,  Japan's  share  declined 
from  30  per  cent  to  18  per  cent  over  the 
1980-1991  period,  once  again  reflecting  the 
oil  factor.  Whereas,  the  ASEAN  region  has 
increased  its  import  dependence  on  Japan 
with  the  share  of  imports  from  Japan  going 
up  from  20  per  cent  to  23  per  cent  1991. 

Despite  the  decline  in  the  share  of  Japan 
as  a  destination  of  exports,  what  should  be 
noted  is  the  increase  in  exports  of  manufac- 
tured products  compared  with  primary  pro- 
ducts as  in  the  past.  Furthermore,  the  in- 
crease in  the  share  of  Japanese  imports  re- 
flects the  linkages  between  trade  and  invest- 
ment. Relocation  of  Japanese  companies 
abroad  has  led  to  an  increase  in  imports  of 
Japanese  machinery,  equipment  etc. 

Intra- industry  trade  for  certain  sectors 
reveal  the  following  pattern  between  Japan 
and  ASEAN: 

(1)  For  home  electric  appliances,  Japan  en- 
gages in  exports  only  with  Malaysia, 
Singapore,  Indonesia  and  China.  Where- 
as, it  imports  more  than  it  exports  with 
Thailand  and  Korea; 

(2)  For  motor  vehicles,  Japan  exports  most 
of  the  parts  and  imports  nothing  or  mar- 
ginally, except  for  US  and  Korea.  Japan 
only  imports  parts  and  low  quality  ve- 
hicles such  as  bicycles  and  motor  cycles. 


Foreign  Investments 

Japanese  economy  has  undergone  signif- 
icant restructuring  due  to  rising  costs  and  ap- 
preciating yen.  Japanese  foreign  investment 
were  also  undertaken  as  a  response  to  rival 
firms  setting  up  affiliates  overseas  and  to 
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follow  their  customers  overseas  in  order  to 
maintain  the  sales.  This  type  of  foreign  in- 
vestment is  particularly  noticeable  for  the 
machinery  sectors,  as  the  production  of 
machinery  products  requires  numerous  com- 
ponents supplied  by  the  subcontractors.  This 
is  the  main  motivation  of  the  small  and 
medium  sized  companies  who  have  increas- 
ingly invested  overseas. 

Japanese  investment  surged  in  the 
mid-1980s  until  the  early  1990s  as  part  of  the 
restructuring  strategy.  Relocation  of  manu- 
facturing operations  occurred  at  a  rapid 
pace.  There  was  a  dramatic  increase  of  in- 
vestments to  ASEAN  countries,  especially  to 
Thailand,  Malaysia,  and  Indonesia.  There 
have  been  both  "push"  and  "pull"  factors 
underlying  these  trends.  The  factors  pushing 
Japanese  investments  are  well-known:  ap- 
preciation of  yen,  rising  costs  and  the  pro- 
cess of  restructuring  of  Japanese  economy. 
Furthermore,  the  Japanese  companies  are 
becoming  increasingly  multinational  and  in- 
ternational, while  those  of  the  other  East 
Asian  economies  are  becoming  more  multi- 
national. The  latter  trend  arose  out  of 
necessity  as  well  as  professionalisation  and 
internationalisation  of  many  family  owned 
businesses. 

The  "pull"  factors  comprised  of  trade 
and  investment  deregulation  which  substan- 
tially improved  the  investment  climate  and 
conditions  in  the  developing  ASEAN  coun- 
tries. There  was  a  shift  from  inward  to  out- 
ward oriented  development  strategy. 

The  "push"  and  "pull"  factors  are 
equally  well  applicable  for  the  other  NIE's 
investments  in  ASEAN.  The  NIE's  are  also 
relocating  the  lower  value  added  processes  in 
manufacturing  to  ASEAN.  Singapore's  in- 
vestments have  been  concentrated  in  Malay- 
sia and  Indonesia.  Korean  investment  have 
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been  concentrated  in  Indonesia,  while  Tai- 
wanese investments  have  been  more  wide- 
spread. 


Indonesia  -  Deregulation  and  Invest- 
ment Climate 

Long-Term  Development  Trends 

Twenty  five  years  ago,  Indonesia  was  one 
of  the  poorest  countries  in  the  world.  Its  per 
capita  income  in  1967  was  only  US$50, 
about  half  of  Bangladesh,  Nepal  and  Ni- 
geria. Poverty  was  widespread;  estimates 
suggest  that  in  1970,  60  per  cent  of  the  po- 
pulation was  living  under  poverty  condition. 
Infant  mortality  rate  was  amongst  the 
highest  in  the  world,  and  life  expectancy  rate 
was  lower  than  that  of  other  low  income 
countries  in  Asia.  Indonesia  was  also  lagging 
behind  in  education,  with  a  substantially 
higher  adult  illiteracy  rate  and  considerably 
lower  primary  and  secondary  enrollment 
rates  than  those  of  its  neighbours. 

Since  then,  Indonesia  has  made  substan- 
tial progress..  It  achieved  GDP  growth  of 
almost  seven  per  cent  per  annum  in  1965- 
1990.  Even  during  the  1980s  when  Indonesia 
was  hit  by  a  series  of  external  shocks  -  it 
managed  to  grow  in  excess  of  five  per  cent 
per  annum.  The  per  capita  income  increased 
significantly.  According  to  Mr.  Ginandjar 
Kartasasmita,  the  Minister  of  Planning,  the 
per  capita  income  is  expected  to  rise  to 
US$1,280  by  the  end  of  Sixth  Five  Year 
Planning  Period  (Repelita  VI),  i.e.  in  1998. 
The  percentage  of  the  poor,  the  absolute 
number  of  the  poor  and  the  severity  of 
poverty  have  all  fallen  sharply.  At  the  same 
time,  the  infant  mortality  rate  has  fallen 
sharply  and  life  expectancy  has  increased  by 
20  years.  Universal  priniary  education  was 
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achieved,  secondary  and  tertiary  enrollment 
has  risen  sharply  and  the  adult  illiteracy  rate 
has  fallen  by  almost  two  thirds. 

The  economy  has  also  undergone  a 
substantial  structural  change.  First,  it  has 
become  much  more  open,  with  total  trade 
flows  now  accounting  for  more  than  50  per 
cent  of  GDP.  The  growing  openness  of  the 
economy  was  spurred  by  the  oil  and  com- 
modity boom  of  the  1970s  and,  more  recent- 
ly, by  the  acceleration  of  non-oil  exports. 
Second,  investment  and  saving  rates  rose 
steadily  from  their  low  levels  of  the  early  and 
mid-1960s  to  a  peak  in  1981,  but  then  de- 
clined a  little  in  the  aftermath  of  the  external 
shocks.  Third,  there  has  been  a  rapid  change 
in  the  composition  of  output.  The  share  of 
agriculture  has  been  more  than  halved.  Oil 
and  mining  was  the  dominant  sector  during 
the  1970s,  but  manufacturing  has  since 
emerged  as  a  major  sector,  making  the 
largest  contribution  to  overall  growth  in  the 
second  half  of  the  1980s. 

Fourth,  with  the  stagnation  in  oil  output 
and  the  sharp  decline  in  oil  prices  in  the 
1980s,  the  reliance  on  oil  revenues  has  dimin- 
ished both  in  terms  of  foreign  exchange  ear- 
nings and  budgetary  contribution.  Fifth, 
there  has  been  a  significant  shift  towards  the 
private  sector  following  the  reforms  of  the 
1980s.  Its  share  of  total  investment  has  in- 
creased, and  the  private  sector  is  estimated 
to  have  contributed  73  per  cent  of  overall 
growth  since  1983.  Lastly,  the  level  of  exter- 
nal debt  which  was  reduced  during  the 
1970s,  has  risen  sharply  during  the  1980s  so 
that  Indonesia  is  among  the  five  largest  de- 
veloping country  borrowers  in  the  world. 

These  longer-term  trends  have  been  in- 
fluenced by:  (0  big  shifts  in  Indonesia's  ex- 
ternal environment;  and  (ii)  the  evolution  of 
policy.  Indonesia  benefited  from  the  oil  and 


commodity  boom  of  the  1970s,  with  a  terms 
of  trade  effect  that  amounted  to  12  per  cent 
of  GDP  by  1981.  In  contrast,  Indonesia  was 
adversely  affected  by  sharp  declines  in  oil 
and  commodity  prices  as  well  as  exchange 
rate  movements  during  the  1980s.  Together 
these  led  to  negative  external  shocks  of  15 
per  cent  GDP  by  1988. 

In  1986,  Indonesia  suffered  a  second  and 
even  sharper  decline  in  oil  prices  as  well  as  a 
rise  in  debt  service  payments  due  to  the  de- 
preciation of  the  US  dollar.  In  response,  the 
government  adopted  a  second  round  of  stab- 
ilisation measures  (1986-1988).  It  also  em- 
barked upon  some  structural  reform  de- 
signed to  create  a  more  outward  oriented 
and  competitive  economy.  Since  1988, 
growth  has  been  led  by  non-oil  exports. 


June  1994  Deregulation:  Components  and 
Implications 

The  Indonesian  government  has  under- 
taken several  substantial  measures  lately  to 
improve  the  investment  climate.  The  most 
significant  deregulation  package  to  date  has 
been  Government  Decree  no.  22  signed  on 
May  19,  1994,  and  contains  dramatic 
liberalisation  on  the  previously  sensitive 
issues  of  100  per  cent  foreign  ownership  and 
requirements  to  divest  foreign  ownership. 

The  push  to  deregulate  appears  to  have 
come  from  increased  competition  for  invest- 
ment and  trade  in  an  increasingly  competi- 
tive global  environment.  As  stated  by  both 
the  Minister  State  Secretary  and  the  Minister 
of  Industry,  competition  from  China,  Viet- 
nam, India,  Bangladesh  and  Sri  Lanka  has 
necessitated  Indonesia  to  take  the  deregula- 
tion measures  to  enable  it  to  remain  attrac- 
tive and  competitive. 
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To  break  from  the  past  when  foreign  in- 
vestment had  been  treated  as  a  "supple- 
ment", for  the  first  time  it  also  explicitly 
mentioned  that  the  presence  of  foreign  in- 
vestment is  important  to  help  face  increased 
competition  in  world  investment  and  trade 
because  foreign  investment  brings  transfer 
of  technology,  management  capability  and 
capital. 

The  key  elements  of  this  deregulation 
package  are  as  follows: 

-  100  per  cent  foreign  ownership; 

-  divestment; 

-  minimum  capital  requirements; 

-  location; 

-  opening  of  public  interest  sectors. 

A  foreign  investor  now  can  choose  two 
alternatives  in  making  foreign  investment:  as 
a  joint  venture  with  maximum  95  per  cent 
foreign  ownership  or  100  per  cent  foreign 
ownership.  This  contrasts  with  the  previous 
situation  whereby  the  general  rule  since  1974 
had  been  that  foreign  investment  had  to  be 
set  up  as  a  joint  venture  with  a  maximum  of 
80  per  cent  foreign  ownership.  The  possibili- 
ty of  100  per  cent  foreign  ownership  with  no 
exceptions,  is  more  liberal  than  the  other 
countries  in  the  region. 

The  minimum  initial  capital  requirement 
has  also  been  eliminated.  The  previous  re- 
quirement that  was  introduced  in  1967,  was 
a  general  requirement  of  $1  million  initial 
capital.  In  1987  this  was  relaxed  slightly 
whereby  starting  capital  of  $250,000  was  ac- 
cepted for  service  industries,  including  distri- 
bution joint  ventures  set  up  to  distribute  own 
products.  The  lowering  of  minimum  capital 
will  encourage  smaller  service  companies  to 
come  in  and  probably  in  choosing  to  set  up 
with  100  per  cent  foreign  ownership.  In  the 
past  such  companies  would  be  set  up  as  a 
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local  company. 

There  was  also  substantial  relaxation  of 
the  divestment  requirement.  For  joint  ven- 
tures set  up  with  at  least  5  per  cent  Indone- 
sian share  holding,  divestment  of  foreign 
shares  is  no  longer  mandatory  and  left  up  to 
the  decision  of  the  share  holders. 

The  agreement  with  regard  to  the  timing 
of  the  sale  and  the  amount  of  shares  to  be 
sold  is  left  up  to  the  two  sides  concerned  and 
agreement  to  be  reached  based  on  "a 
cooperative  principle  so  that  there  will  be 
mutual  benefits  and  so  that  the  continuity  of 
the  company  is  safeguarded".  As  for  com- 
panies set  up  with  100  per  cent  foreign 
ownership,  divestment  of  some  of  the  for- 
eign shares  is  required  in  15  years  from  com- 
mercial production. 

Foreign  investment  can  be  located  any- 
where in  Indonesia  and  there  are  no  location 
restrictions.  However,  priority  should  be 
given  to  locating  in  an  industrial  estate  or 
bonded  zone  if  they  are  available  in  the  in- 
tended area  of  location. 

Through  this  decree  the  government  has 
opened  the  previously  closed  sectors  for  for- 
eign investment.  The  nine  sectors  are:  ports, 
production,  transmission  and  distribution  of 
electricity,  telecommunications,  shipping, 
air  transport,  drinking  water,  railways, 
nuclear  generation  plant,  and  mass  media. 


Impact  of  Deregulation 

The  impact  of  the  deregulation  in  In- 
donesia is  reflected  in  the  amount  of  foreign 
investments  approved.  In  1994  the  amount 
of  foreign  investment  rose  to  US$23  billion 
from  only  US$8  billion  in  1993.  Most  in- 
terestingly, in  1995  from  January  to  August, 
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the  approved  investments  rose  to  US$29  bil- 
lion. The  figures  clearly  establish  investors' 
continued  confidence  in  the  political  and 
economic  regime  of  Indonesia. 

In  1993,  Singapore  was  the  top  investor 
with  US$1.4  billion  followed  by  Japan  with 
US$800  million  and  South  Korea  with 
US$660  million.  In  1994,  Hong  Kong  took 
the  top  place  with  US$6.0  billion,  followed 
by  United  Kingdom  with  US$2.9  billion  and 
Taiwan  with  US$2.4  billion.  So,  far  in  1995, 
Australia  is  in  the  top  position  with  US$3.4 
billion,  followed  by  Hong  Kong  with  US$2.6 
billion  and  USA  with  US$2.5  billion.  Again, 
these  figures  show  the  dynamism  in  invest- 
ment flows,  with  no  single  country  playing 
the  dominant  role  for  a  long  period  of  time. 

The  sudden  increase  of  Hong  Kong's  in- 
vestment in  1994  is  due  to  some  mega  pro- 
jects in  power  and  oil  refinery  sectors.  Hope- 
well Holdings  has  invested  US$1.8  billion  in 
a  1,320  megawatt  coal- fired  power  station  in 
Tanjung  Jati,  Central  Java.  The  second  was 
a  US$3.5  billion  investment  by  Li  Ka-shing 
in  an  oil  refinery  in  the  East  Java  port  city  of 
Probolinggo. 

Japan's  electronics  heavy  weights  have 
long  tested  and  assembled  semiconductors  in 
Southeast  Asia.  But  when  drawing  up  chip- 
production  plans  for  the  region,  they  have 
consistently  ignored  Indonesia.  They  could 
find  cheap  labour  elsewhere  without  Indone- 
sia's regulatory  thicket. 

That  is  starting  to  change.  As  a  result  of 
its  deregulation  policies,  Indonesia  is  con- 
sidered as  an  attractive  place  for  investment. 
Moreover,  Indonesia's  wages  are  now  sub- 
stantially lower  than  those  in  neighbouring 
countries.  That's  why  Sharp  has  just  an- 
nounced plans  to  invest  roughly  US$40  mil- 
lion in  an  Indonesian  chip-assembly  factory, 


to  be  built  on  the  outskirts  of  Jakarta.  The 
wholly  owned  subsidiary  will  employ  600 
workers  beginning  1996,  and  will  produce  20 
million  chips  a  month. 

Sharp  is  not  alone.  NEC  is  in  the  final 
stage  of  negotiating  an  investment  in  a 
US$83  million  joint  venture  to  build  an  In- 
donesian chip-assembly  plant.  It  will  be 
NEC's  third  such  plant  in  Southeast  Asia 
after  Singapore  and  Malaysia.  The  company 
is  expected  to  shift  production  of  lower 
priced  chips  from  its  Malaysian  plant,  which 
will  concentrate  on  more  sophisticated  chips. 

Meanwhile,  Matsushita  Electric  chief 
Yoichi  Morishita,  on  a  recent  visit  to  In- 
donesia said  his  company  may  move  some  of 
its  component  manufacturing  there.  That 
may  include  chips. 

Why  the  sudden  change  of  heart?  Indo- 
nesia's main  appeal  is  its  low  wages  and 
political  stability.  Although  chip  making  is  a 
capital  intensive  business,  testing  and  as- 
sembly requires  a  lot  of  manpower.  Wages  in 
Indonesia's  neighbouring  countries  climbed 
as  they  have  developed  strong  electronics  in- 
dustry. Today,  Indonesia's  workers  earn 
about  half  that  of  Thai  or  Malaysian  worker, 
and  about  four  per  cent  of  what  their 
counterparts  earn  in  Japan. 

However,  deregulation  has  been  the  main 
factor  for  such  switch.  The  most  recent  dere- 
gulation package  introduced  in  May  makes  it 
easier  for  foreign  component  makers  -  many 
of  which  operate  from  special  export  pro- 
cessing zones  —  to  sell  into  Indonesia's  do- 
mestic market,  which  is  considerable  as  it 
consumed  217  million  chips  in  1994.  Pre- 
viously components  made  in  EPZ  would  be 
treated  as  imports,  which  carry  stiff  tariffs  if 
sold  domestically.  So,  most  companies  just 
exported  them.  Now,  foreigners  operating 
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there  may  sell,  tariff- free,  up  to  a  quarter  of 
their  output  domestically. 

There  are  similar  interests  from  Korea  as 
well.  Currently,  Korea  is  Indonesia's  fourth 
largest  trading  partner,  while  Indonesia  is 
Korea's  sixth  largest  trading  partner.  Very 
recently,  in  September  this  year,  a  high  level 
Korean  mission,  unveiled  their  plans  to  bring 
in  US$1.1  billion  of  new  investments  for  12 
projects  and  increase  annual  bilateral  trade 
to  a  level  of  US$10  billion  in  1998. 

The  projects  include  a  US$500  million 
satellite  city  construction  project  located 
some  30  kilometers  south  of  Jakarta,  a 
US$150  million  PVC  resin  plant,  and  a 
US$134  million  electronic  plant  ~  all  com- 
mitted by  South  Korea's  largest  conglomer- 
ate LG  International  Corp.  In  addition,  they 
will  also  invest  US$280  million  in  the  con- 
struction of  an  electronic  display  plant  in 
Cibitung,  West  Java. 

In  the  energy  sector,  Korea  is  also  willing 
to  develop  Wakom  oil  field  in  the  western 
part  of  Irian  Jaya  and  seeking  possible 
Korean  participation  in  the  multi-billion 
dollar  Natuna  gas  project  in  Riau. 

All  these  facts  clearly  show  that,  the  in- 
vestment and  trade  flows  are  indeed  market 


driven.  These  are  taking  place  primarily  due 
to  economic  and  commercial  reasons  and  are 
further  boosted  and  supported  by  prudent 
government  policies,  which  being  outward 
oriented  aim  to  open  up  the  economy,  more 
and  more. 
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Indonesia,  Asia  Pacific, 
aiid  the  Global  Economy 
at  the  Beginning  of  the  21st  Century* 

Ali  Wardhana 


WITH  the  APEC  Economic  Lead- 
ers Meeting  at  Osaka  coming  up 
in  just  one  month,  it  is  timely  for 
us  again  to  explore  the  impact  of  the  world 
economy  on  Indonesia  and  Indonesia's  in- 
terests in  shaping  its  economic  relations  with 
others.  Although  the  title  of  this  article  sug- 
gests that  we  should  be  looking  ahead  to  the 
next  century,  I  have  generally  found  specul- 
ating about  the  future,  even  the  near  future, 
a  risky  undertaking.  Consequently,  I  will 
mostly  stay  on  safer  terrain  and  limit  my 
observations  to  opportunities  and  problems 
that  we  currently  face.  Nonetheless,  since  the 
future  we  are  concerned  with  is  in  fact  only 
five  years  away,  a  good  understanding  of 
current  problems  will  go  a  long  way  toward 
helping  us  prepare  for  the  challenges  of  the 
next  century. 

This  article  focus  on  economic  issues  fac- 
ing Indonesia,  the  Asia  Pacific  region,  and 
the  world  economy:  a  fairly  tall  order.  It  is, 
however,  appropriate  that  we  consider  In- 


*Paper  presented  at  the  Seminar  on  "Indonesia  and 
the  World  at  the  Beginning  of  21st  Century,"  organised 
by  CSIS  and  The  Jakarta  Post,  Jakarta,  October  17, 
1995. 


donesia's  economic  problems  in  a  global 
context.  As  commentators  have  become  in- 
creasingly fond  of  pointing  out,  the  biggest 
change  affecting  the  world  economy  at  the 
end  of  the  twentieth  century  is  the  ongoing 
process  of  globalisation.  The  integration  of 
separate  national  economies  into  a  global 
economy  has  been  driven  by  a  revolution  in 
the  technology  of  transportation  and  com- 
munications. This  revolution  has  made  it 
possible  for  companies  to  order  up  com- 
ponents or  final  products  from  anywhere  in 
the  world,  and  even  to  own  and  operate 
those  far-flung  plants  if  they  find  that  use- 
ful. An  increasingly  sophisticated  interna- 
tional financial  network  has  emerged  to  tie 
together  this  global  production  network;  but 
the  financial  network  has  taken  on  a  life  of 
its  own,  moving  funds  from  one  country  to 
another  in  response  to  small  differences  in 
risks  and  returns.  The  result  is  that  decisions 
made  in  one  nation  ~  by  governments,  by  in- 
vestors, or  by  managers  of  companies  —  af- 
fect economies  on  the  opposite  side  of  the 
world  with  lightning  speed.  Consequently, 
nations  are  realising  that  they  must  co- 
operate with  each  other  and  coordinate  their 
economic  policies,  or  try  to  isolate  them- 
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selves  from  world  developments,  a  choice 
that  is  becoming  more  and  more  costly. 

The  need  for  nations  to  work  together 
has  been  the  impetus  behind  international 
agreements  and  discussions  such  as  AFTA, 
APEC,  the  Uruguay  Round,  and  the  result- 
ing WTO.  These  represent  efforts  by  govern- 
ments to  capture  the  gains  from  interna- 
tional economic  integration,  and  to  work  out 
ways  to  accommodate  the  process  and  to 
mitigate  potentially  destabilising  influences. 

I  would  like  to  discuss  the  gains  we  see 
from  participating  in  a  global  economy,  and 
the  routes  we  are  following  to  make  sure  that 
we  capture  those  gains.  But  I  will  also  not 
gloss  over  the  challenges  that  globalisation 
poses  for  our  economic  management. 

The  Gains  from  a  Global  Economy 

To  begin,  I  would  like  to  review  how  an 
economy  grows  —  how  it  produces  more 
goods  and  services  for  its  people.  There  are 
three  basic  possibilities  for  growth.  First,  an 
economy  can  produce  more  goods  and  ser- 
vices by  applying  more  resources  to  produc- 
tion. More  people,  more  land,  or  more  cap- 
ital can  be  used  to  manufacture  more  goods 
or  to  provide  more  services.  In  Indonesia, 
over  the  centuries,  our  agricultural  output 
increased  as  we  brought  more  land  into  pro- 
duction and  as  we  accumulated  capital  in  the 
form  of  irrigation  systems,  to  take  a  simple 
example.  Second,  an  economy  can  grow  by 
transferring  resources  from  one  activity 
where  they  are  less  productive  to  another  ac- 
tivity where  they  are  more  productive.  His- 
torically, the  industrialised  countries  gained 
output  by  taking  people  off  the  farms  and 
putting  them  to  work  in  factories  where  their 
productivity  was  greater.  Third,  a  country 
can  learn  to  use  its  resources  more  efficiently 
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in  a  particular  activity.  New  varieties  of  rice 
increased  our  output,  as  have  better  manage- 
ment techniques  in  our  factories.  Econom- 
ists, of  course,  have  special  names  for  these 
three  ways  of  growing:  factor  accumulation, 
increasing  allocative  efficiency,  and  increas- 
ing technical  efficiency.  No  matter  what  the 
names  are,  they  are  quite  simple  concepts. 

The  important  point  is  that  globalisation 
vastly  increases  our  opportunities  to  use  all 
three  of  these  methods  to  enable  our  eco- 
nomy to  continue  its  spectacular  growth 
rate. 

First,  factor  accumulation.  A  developing 
country  such  as  Indonesia  needs  capital  to 
supplement  its  abundant  labour.  The  grow- 
ing international  capital  markets  provide  us 
with  the  opportunity  to  draw  on  the  savings 
of  others  to  supplement  what  we  can  save 
ourselves.  Sophisticated,  efficient  markets 
mean  lower  cost  resources.  We  have  long 
had  access  to  foreign  direct  investment,  but 
now  finance  is  available  with  a  wide  range  of 
instruments,  maturities,  and  so  on.  As  long 
as  we  use  foreign  borrowing  for  productive 
activities  ~  not  for  consumption  or  for  inef- 
ficient projects  -  these  resources  can  enable 
us  to  grow  faster  and  at  the  same  time  pro- 
duce the  exports  that  are  required  for  the 
foreign  exchange  needed  to  service  our  bor- 
rowing. 

Second,  allocative  efficiency.  Foreign 
markets  enable  us  to  put  our  resources  to 
work  in  their  most  efficient  uses.  When  in- 
ternational trade  is  involved,  economists  call 
this  exploiting  our  comparative  advantage. 
In  less  technical  terms,  the  idea  is  simple.  We 
have  large  pools  of  labour  in  the  rural  sector 
that  could  be  put  to  work  more  productively 
in  manufacturing.  In  fact,  as  we  have  drawn 
labour  into  the  manufacturing  sector,  agri- 
cultural output  has  continued  to  grow, 
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rather  than  fall.  Obviously,  we  gain  from  the 
transfer.  But  that  kind  of  transfer  is  limited 
unless  we  have  large  markets  for  the  kinds  of 
goods  that  labour  can  produce.  Currently, 
much  of  that  labour  is  relatively  low  skilled. 
The  integration  of  the  world  economy  is  pro- 
viding us  the  opportunity  to  export  some  of 
those  goods.  Thus  our  total  output  expands 
and  we  can  earn  the  foreign  exchange  we 
need  in  order  to  service  any  foreign  capital 
we  use  and  to  import  those  goods  that  we 
cannot  yet  produce  efficiently. 

The  concept  of  comparative  advantage 
that  underlies  this  allocative  efficiency  is  not 
a  static  one.  The  lessons  of  other  countries 
are  clear:  as  the  pool  of  transferable  labour 
is  drawn  down,  wages  will  rise  and  we  will 
have  to  shift  resources  into  more  sophistic- 
ated industries  to  keep  up  growth. 

Finally,  consider  the  third  way  of  grow- 
ing: improving  efficiency  in  existing  ac- 
tivities. Here  the  world  economy  is  especially 
important.  If  we  are  to  have  world  class 
firms  -  firms  that  are  efficient  by  world  stan- 
dards —  we  have  to  expose  them  to  competi- 
tion from  the  best  the  world  has  to  offer. 
Gradually  removing  the  kinds  of  protection 
that  some  of  our  firms  have  been  accustomed 
to  force  them  to  make  the  changes  that  are 
needed  for  efficiency.  It  also  enables  the  effi- 
cient to  compete  on  export  markets,  as  they 
are  able  to  obtain  the  inputs  they  need  at 
world  market  prices,  like  their  competitors 
abroad.  Further,  access  to  foreign  invest- 
ment allows  us  to  acquire  technologies  and 
management  skills  that  improve  our  efficien- 
cy. Rarely  is  it  sensible  to  develop  from 
scratch  know-how  that  has  been  already  de- 
veloped abroad  at  a  high  cost.  Generally,  we 
can  acquire  it  through  foreign  investment  or 
through  other  arrangements  with  overseas 
owners,  such  as  licensing,  at  a  much  lower 


cost.  Finally,  and  of  great  importance  for 
the  future,  the  larger  markets  that  the  global 
economy  offers  provide  us  with  opportuni- 
ties for  economies  of  scale  in  industry. 

Securing  the  Gains 

Indonesia  began  the  process  of  securing 
the  gains  outlined  above  -  the  gains  from  in- 
tegration with  the  global  economy  —  long 
ago.  For  twenty  five  years,  for  example,  we 
have  had  an  open  capital  account.  The  lack 
of  exchange  controls  meant  that  we  could 
benefit  from  the  growing  and  increasingly 
sophisticated  international  capital  markets. 
The  results  are  reflected  in  the  booming  for- 
eign direct  investment  figures,  and  in  the 
more  recent  inflows  of  foreign  funds  into 
our  stock  exchange. 

Integration  with  the  world  economy  ac- 
celerated in  the  mid-1980s,  when  we  took  ac- 
tions to  open  our  domestic  market  to  inter- 
national competition,  and  to  encourage 
firms  here  to  compete  in  export  markets.  By 
and  large,  these  actions  were  independent  of 
international  trade  or  investment  agree- 
ments. We  reduced  tariffs,  non-tariff  bar- 
riers, and  investment  restrictions  unilaterally 
and  voluntarily  because  doing  so  was  in 
our  interests;  because  we  recognised  the 
benefits  of  free  trade  and  investment  for 
our  economy. 

We  were  driven  especially  by  the  need  to 
diversify  our  exports.  At  that  time  we  were 
heavily  dependent  on  oil  and  gas,  which 
made  up  over  three-fourths  of  our  foreign 
exchange  revenue.  The  success  of  the  effort 
is  apparent.  In  1984  exports  of  manufactures 
amounted  to  less  than  US$2  billion  and  ac- 
counted for  less  than  eight  per  cent  of  total 
exports.  By  1994  less  than  one-quarter  of  our 
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foreign  exchange  came  from  oil  and  gas. 
Manufactured  exports  had  risen  to  over 
US$20  billion  and  accounted  for  more  than 
half  the  total  value  of  exports. 

Along  with  the  boom  in  manufactured 
exports,  the  structure  of  our  economy  under- 
went a  transformation.  In  1983  manufactur- 
ing accounted  for  just  13  per  cent  of  GDP, 
while  mining  accounted  for  21  per  cent  and 
agriculture  for  23  per  cent.  By  1994,  manu- 
facturing's share  had  risen  to  24  per  cent, 
while  mining's  share  had  fallen  to  eight  per 
cent  and  agriculture's  share  to  17  per  cent. 
Less  than  half  of  our  labour  force  is  current- 
ly employed  in  agriculture,  a  major  mile- 
stone in  development.  As  a  result  of  this  pro- 
gress, Indonesia  is  well  on  its  way  to  be- 
coming a  newly  industrialised  nation. 

The  economic  progress  of  the  past  decade 
has  had  a  profound  impact  on  human  wel- 
fare. It  is  worth  reviewing  a  few  of  the  indi- 
cators to  stress  this  point.  Life  expectancy  at 
birth  increased  from  55  years  in  1985  to  63 
years  in  1993,  and  the  infant  mortality  rate 
dropped  from  96  to  56  per  1 ,000  live  births. 
The  illiteracy  rate  among  those  aged  10  years 
and  over  dropped  from  29  per  cent  in  1980  to 
13  per  cent  in  1994,  and  the  percentage  of 
households  with  electric  lighting  increased 
from  14  per  cent  to  57  per  cent.  Without  the 
rapid  growth  of  our  economy  over  the  past 
decade,  the  resources  that  made  these  sub- 
stantial welfare  gains  possible  would  not 
have  existed. 

While  enjoying  the  benefits  of  rapid  eco- 
nomic growth,  Indonesia  has  managed  to 
avoid  one  of  the  most  troubling  problems 
that  plagues  some  other  developing  eco- 
nomies: high  and  growing  levels  of  inequali- 
ty. Indonesia  has  one  of  the  most  equitable 
distributions  in  the  world.  According  to 
World  Bank  data,  the  percentage  share  of  in- 


come or  consumption  of  the  lowest  40  per 
cent  of  the  population  was  greater  in  Indone- 
sia than  in  Korea,  Malaysia,  Thailand, 
China,  and  even  the  United  States  and  much 
of  Europe.  The  most  common  measure  of 
inequality,  the  Gini  coefficient,  has  also 
been  very  constant  in  Indonesia.  In  the  early 
1980s  it  was  0.33  and  in  1994  it  was  almost 
unchanged  at  0.34.  The  worry  that  our 
growth  process  has  widened  the  gap  between 
the  rich  and  the  poor  is  thus  not  supported 
by  the  evidence. 

The  impressive  record  of  success  that  I 
have  just  reviewed  was  accomplished  by 
lowering  trade  barriers  and  barriers  to  for- 
eign investment,  as  well  as  through  financial 
deregulation,  investment  reform,  and  other 
deregulation  policies  that  have  made  the 
private  sector  the  engine  of  growth  for  our 
economy. 

The  Role  of  International  Agree- 
ments 

Although  Indonesia  began  the  journey 
towards  free  and  open  trade  and  investment 
long  before  the  Bogor  Declaration  or  the 
Uruguay  Round,  and  will  continue  on  this 
journey  with  or  without  progress  on  interna- 
tional agreements,  building  cooperation 
through  international  agreements  has  many 
advantages, 

One  advantage  is  that  it  is  obviously  bet- 
ter for  us,  and  easier,  if  other  economies 
move  toward  free  trade  and  investment  at 
the  same  time  that  we  do.  As  the  Economist 
magazine  recently  noted,  "thinking  of  free 
trade  as  a  concession  to  others,  rather  than  a 
boon  for  one's  own  citizens,  is  a  cardinal  er- 
ror of  trade  diplomacy".  Nonetheless,  get- 
ting together  with  like-minded  economies  to 
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discuss  ways  to  lower  trade  barriers  simul- 
taneously magnifies  the  gains  for  all  con- 
cerned. 

Also  important,  regional  agreements  can 
be  especially  helpful  in  our  efforts  to  coop- 
erate to  counter  some  of  the  risks  associated 
with  the  global  economy.  We  believe  that 
like-minded  countries  that  trade  intensively 
with  each  other  can  cooperate  to  reduce  the 
instabilities  that  can  emerge. 

For  all  these  reasons,  we  are  committed 
to  the  progress  of  APEC  and  AFTA,  as  well 
as  the  WTO.  Since  it  is  so  timely,  with  the 
Osaka  meetings  coming  up  soon,  let  me  turn 
to  APEC. 


APEC  and  Our  Commitments  to  the 
World  Trading  System 

The  decision  taken  at  last  November's 
APEC  Meeting  in  Bogor  to  realise  free  and 
open  trade  and  investment  in  the  Asia  Paci- 
fic no  later  than  the  year  2020  was  potential- 
ly the  most  far-reaching  of  all  recent  interna- 
tional economic  agreements.  Although  the 
various  rounds  of  the  GATT  involved  more 
nations  than  APEC  and  made  major  gains  in 
reducing  trade  barriers,  the  GATT  never  had 
the  goal  of  establishing  free  trade  and  was 
not  much  concerned  with  investment.  If  the 
Bogor  vision  can  be  translated  into  reality, 
and  in  particular  if  concrete  and  meaningful 
measures  can  be  agreed  upon  for  moving 
toward  free  trade  and  investment  well  in  ad- 
vance of  the  twenty- five  year  deadline, 
APEC  will  live  up  to  its  historic  potential. 
Initiating  this  process  will  be  the  challenge 
for  next  month's  APEC  Economic  Leaders 
Meeting  at  Osaka. 

Not  only  must  we  make  progress  on  the 


steps  we  will  take  to  implement  the  Bogor 
Declaration;  we  must  do  so  while  maintain- 
ing consistency  with  the  fundamental  APEC 
principle  of  "open  regionalism".  The  Bogor 
Declaration  explicitly  rejects  the  notion  of 
creating  an  inward-looking  trading  bloc,  and 
asserts  that  barriers  will  be  reduced  not  just 
among  APEC  members  "but  also  between 
APEC  economies  and  non-APEC  econom- 
ies". 

Encouraging  the  principle  of  "open  re- 
gionalism" is  important  for  Indonesia,  as 
some  of  our  major  export  markets  are  in 
Europe  and  North  America.  Adherence  to 
this  principle  helps  limit  the  trade  diverting 
tendencies  of  regional  trade  blocs,  such  as 
the  EU  and  NAFTA.  Maintaining  "open  re- 
gionalism" encourages  others  not  to  build 
exclusionary  trade  blocs. 

Indonesia's  commitment  to  an  open 
world  trading  system  can  be  seen  from  the 
non-discriminatory  way  that  we  have  been 
lowering  our  own  tariffs.  We  have  adhered 
to  the  most  favoured  nation  principle  in  all 
our  deregulation  packages.  Within  AFTA, 
we  have  supported  the  creation  of  a  free 
trade  area,  rather  than  a  customs  union  or  a 
common  market  so  that  there  is  no  risk  of 
AFTA's  becoming  inward- looking,  with  a 
common  external  tariff  to  keep  out  goods 
from  the  rest  of  the  world.  In  line  with  this, 
our  most  recent  deregulation  package  gen- 
erally followed  the  AFTA  schedule,  but 
made  the  benefits  of  tariff  reductions 
available  to  all,  members  of  AFTA  and  non- 
members  alike.  We  will  continue  to  urge 
other  APEC  members  to  reduce  their  trade 
and  investment  barriers  in  a  way  that  sup- 
ports the  world  trading  system. 

Not  all  of  the  issues  that  APEC  must 
eventually  resolve  can  be  settled  next  month 
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at  Osaka.  However,  Indonesia  will  seek 
substantial  progress  in  order  to  Jive  up  to  the 
visions  of  the  two  previous  APEC  Leaders 
Meetings  -  at  Seattle  and  at  Bogor  ~  and  to 
prevent  APEC  from  losing  its  momentum. 

An  important  question  for  Indonesia  is 
how  we  can  best  continue  to  contribute  to 
the  APEC  process.  As  the  1994  Chair  of 
APEC,  we  took  a  leadership  role  in  forging  a 
consensus  at  Bogor.  We  should  not  rest  con- 
tent with  this  success,  however.  Thanks  to 
our  long  record  of  harmonious  international 
relations  during  the  New  Order  period,  we 
are  well  placed  to  serve  as  a  mediator  and  we 
should  continue  our  efforts  in  this  respect. 
Moreover,  we  can  contribute  through  the 
force  of  our  own  example.  Indonesia  began 
the  process  of  opening  up  our  economy  to 
trade  and  investment  long  before  APEC  was 
founded,  and  we  have  continued  liberalising 
our  economy  while  working  together  with 
our  Asia  Pacific  partners.  Just  this  past  May 
Indonesia  made  a  substantial  "down  pay- 
ment" on  our  Uruguay  Round  commitments 
with  our  May  23  Deregulation  Package  (Pak- 
Mei),  which  immediately  lowered  tariffs  by  a 
quarter.  It  also  committed  us  to  a  schedule 
of  future  reductions  so  that  almost  no  tariffs 
will  exceed  10  per  cent  by  the  year  2003.  This 
unilateral  tariff  reduction,  applied  equally  to 
all  our  trading  partners,  demonstrated  our 
commitment  to  the  Bogor  vision,  and,  we 
hope,  set  an  example  for  other  economies. 

Indonesia  can  also  support  the  APEC 
process  by  living  up  to  the  principles  em- 
bodied in  our  existing  international  agree- 
ments. We  cannot  resort  to  the  easy  —  but 
costly  ~  policies  of  increasing  barriers  to  im- 
port competition  when  we  have,  or  want,  an 
industry  that  is  not  efficient  by  world  stan- 
dards. On  the  other  hand,  our  commitment 
to  free  and  open  trade  and  investment  may 


require  special  attention  to  policies  that  help 
small  and  medium  businesses,  including 
small  retailers,  adjust  to  international  com- 
petition. 

Our  commitment  to  a  fair  world  trading 
system  also  means  that  we  cannot  subsidise 
our  exports.  Consequently,  we  cannot 
counter  high  costs  caused  by  inefficiency  at 
the  firm  level  or  due  to  government  red  tape. 
This  will  force  us  to  push  ahead  with  dere- 
gulation, to  reduce  the  number  of  bureau- 
cratic hurdles  that  a  business  faces  in 
establishing  itself  and  in  its  day-to-day 
operations.  But  it  also  means  that  we  will 
have  to  do  a  better  job  in  carrying  out  those 
functions  that  government  must  perform. 
For  example,  when  tax  rebates  are  legiti- 
mately associated  with  exports,  we  must 
have  institutions  that  will  provide  the  re- 
funds quickly  and  efficiently.  Otherwise,  our 
exports  will  be  faced  with  costs  that  make  it 
impossible  for  them  to  compete  in  world 
markets.  This  constraint  is  all  to  our  good; 
subsidies  and  poor  government  administra- 
tion do  not-add  to  our  national  income,  but 
support  inefficient  use  of  our  domestic  re- 
sources. 

The  growth  of  a  rules-based  world 
trading  system  also  prevent  us  from  being  in- 
ward-looking with  respect  to  investment. 
World  Trade  Organisation  rules  restrict 
"trade  related  investment  measures".  Under 
these  rules,  for  example,  we  are  committed 
to  eliminate  domestic  content  requirements. 
This  will  again  mean  that  we  will  not  be  able 
to  rely  on  administrative  solutions  that  en- 
courage inefficiency.  Rather  than  telling  in- 
vestors what  they  must  buy  and  from  whom, 
we  will  have  to  make  our  products  sufficient- 
ly attractive  that  firms  will  want  to  buy 
them.  In  fact,  we  know  that  firms  such  as 
shoe  exporters  are  constantly  seeking  local 
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suppliers  of  their  inputs;  this,  without  gov- 
ernment pressure.  Sometimes  they  are  con- 
strained by  the  costs  and  quality  of  some 
local  supplies.  We  believe  that  domestic  sup- 
pliers will  increase  their  efficiency  and  their 
quality  as  protection  disappears.  But  again, 
government  must  also  stop  burdening  these 
suppliers  with  extra-costs,  in  the  form  of  un- 
necessary regulations  and  in  the  form  of  de- 
lays and  costs  in  obtaining  tax  and  tariff 
rebates,  for  example. 

The  growing  mutual  commitments  within 
APEC  will  lead  us  further  toward  more  open 
policies  on  foreign  investment.  The  vision  of 
a  region  open  to  investment  flows  will  even- 
tually mean  that  our  procedures  for  approv- 
ing foreign  investment  will  have  to  be  trans- 
parent. The  rules  will  have  to  be  clear  and 
open  for  all  to  examine.  In  fact,  we  will  pro- 
bably find  ourselves  considering  the  implica- 
tion of  the  growing  competition  for  foreign 
investment,  and  the  actions  of  a  number  of 
other  developing  countries  in  removing  the 
hurdle  of  approval  for  all,  or  at  least  for 
broad  classes  of  foreign  investment. 

The  very  positive  experience  that  In- 
donesia has  already  had  in  opening  up  our 
economy  gives  us  confidence  that  we  can 
continue  to  move  forward,  together  with  our 
APEC  partners,  towards  the  ultimate  goal  of 
free  and  open  trade  and  investment.  Final- 
ising the  details  will  require  great  effort,  but 
with  firm  public  support  for  the  APEC  pro- 
cess, Indonesia  will  be  able  to  continue  the 
leadership  role  that  it  displayed  at  Bogor  last 
year. 

Technology  and  Skills  for  the  Future 

The  government  must  do  more  than  join 
and  shape  international  agreements  if  we  are 


to  take  full  advantage  of  the  global  eco- 
nomy. I  stated  earlier  that  comparative  ad- 
vantage is  not  a  static  concept.  As  our  abun- 
dant labour  and  natural  resources  are  ab- 
sorbed into  industry  and  modern  services, 
we  will  find  that  the  cost  of  these  resources 
climbs  as  our  incomes  rise.  We  will  have  to 
move  on  to  more  skill- intensive  and  more 
technology-intensive  industries.  The  role  of 
government  in  preparing  for  this  transition  is 
one  of  the  burning  policy  questions  that  we 
face. 

There  are  those  who  would  have  us  "pick 
winners".  This  is  the  strategy  attributed  to 
Korea  and  Japan.  In  fact,  the  importance  of 
picking  winners  in  Korea  and  Japan  is  hotly 
debated  by  development  specialists.  There  is 
no  consensus  on  the  extent  to  which  these 
policies  contributed  to  the  rapid  growth  of 
those  countries.  But  in  a  number  of  ways  the 
debate  is  a  moot  one.  The  globalisation  of 
the  world's  economy  and  the  emergence  of 
widely  agreed- to  rules  on  acceptable  prac- 
tices toward  trade  and  investment  mean  that 
the  policies  attributed  to  Korea  and  Japan 
can  no  longer  be  followed.  The  industrial 
policies  of  those  countries  revolved  around  a 
set  of  controls  that  enabled  governments  to 
allocate  credit  and  foreign  exchange  to  those 
firms  that  were  in  the  chosen  sectors  and 
which  conformed  to  the  government's  will. 
Further,  those  firms  were  protected  at  home 
from  competition  from  imports  and  from 
local  production  by  foreign  investors.  Unlike 
most  inward- looking  Latin  American  coun- 
tries, however,  the  governments  of  Korea 
and  Japan  demanded  efficiency  of  the  fav- 
oured firms.  They  had  to  face  the  rigours  of 
export  competition,  or  they  did  not  receive 
credit  or  foreign  exchange,  or,  in  some  cases, 
even  further  protection  from  foreign  com- 
petition. The  tools  required  to  implement 
such  a  policy  are  complex.  More  important, 
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they  are  no  longer  tolerated  in  today's  in- 
tegrated world. 

Our  commitment  today  must  be  to  the 
private  sector,  with  a  role  for  government 
only  where  the  private  sector  cannot  be  ex- 
pected to  undertake  tasks.  There  are  two 
tasks  that  the  government  must  perform  to 
ease  the  transition  to  the  industries  of  the 
future:  the  provision  of  broader  and  better 
education  and  easing  the  way  for  private 
firms  to  develop  technology  and  to  acquire  it 
from  abroad. 

The  most  significant  obstacle  to  tech- 
nology transfer  is  the  capacity  of  developing 
economies  to  absorb  and  adapt  technology. 
This  capacity  depends  primarily  on  the 
human  resource  capacity  of  each  economy. 
In  recognition  of  the  importance  of  science 
and  technology  to  our  development,  Indone- 
sia has  made  human  resource  development  a 
top  priority  during  our  second  twenty- five 
year  development  program.  This  priority 
manifests  itself  both  in  our  commitment  to 
universal  junior  secondary  education  and  in 
our  commitment  to  increase  the  quantity  and 
quality  of  tertiary  graduates.  This  includes 
greatly  increasing  the  number  of  natural 
science  and  engineering  students  in  higher 
education. 

One  of  the  key  lessons  that  can  be  learned 
from  experience  in  other  countries  is  that 
technology  development  must  be  market- 
oriented  and  serve  the  needs  of  the  private 
sector.  Research  conducted  within  govern- 
ment institutions  and  state  enterprises  can  be 
divorced  from  the  needs  of  modern  business 
and  industry.  This  is  a  particular  problem 
for  Indonesia,  where  roughly  80  per  cent  of 
research  and  development  is  both  funded 
and  performed  by  the  government  or  in 
state- owned  industries,  and  over  75  per  cent 
of  natural  scientists  and  engineers  are 


employed  by  the  government.  The  most 
urgent  step  currently  needed  is  to  increase 
the  efficiency  of  technology  diffusion  by  get- 
ting R&D  out  of  the  government  labs  and 
state  enterprises  and  into  the  private  sector, 
where  it  will  be  directly  relevant  to  industry. 
To  support  this  process,  the  government  is 
encouraging  private  firms  to  devote  greater 
resources  to  research  and  development. 

As  we  strive  to  raise  the  level  of  technol- 
ogy in  Indonesian  industry,  we  must  be  care- 
ful not  to  adopt  policies  that  weaken  our  ex- 
isting industries.  In  this  regard  I  agree  with 
Professor  Sumitro's  observation  on  the  need 
to  find  the  correct  balance  between  compara- 
tive advantage  and  competitive  advantage. 
Indonesia  needs  to  strengthen  the  industries 
in  which  we  have  a  comparative  advantage, 
while  at  the  same  time  preparing  ourselves 
for  the  future  when  we  must  move  up  the 
technology  ladder. 

We  cannot  prematurely  reject  natural 
resource- intensive  and  labour-intensive  in- 
dustries as  we  lay  the  groundwork  for  the 
skill-  and  capital-intensive  industries  of  the 
future.  We  must  continue  to  support  these 
industries  for  two  reasons.  First,  they  are  a 
vital  source  of  foreign  exchange,  accounting 
for  almost  one-half  of  non-oil  exports,  and 
for  nearly  two-thirds  of  export  growth  dur- 
ing Repelita  V.  High- technology  industries, 
on  the  other  hand,  contribute  very  little  to 
our  net  foreign  exchange  earnings  and  they 
are  unlikely  to  do  so  for  some  time  to  come. 
In  light  of  the  recent  increase  in  our  current 
account  deficit,  it  would  be  unwise  to  aban- 
don the  industries  that  have  become  a  main- 
stay of  our  economy  over  the  past  decade. 
Second,  high- technology  industries  employ 
primarily  skilled  workers,  such  as  tech- 
nicians, engineers,  and  natural  scientists. 
However,  two- thirds  of  Indonesia's  labour 
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force  has  no  more  than  a  primary  school 
education.  If  we  push  aside  labour-intensive 
industries  to  devote  resources  to  high-tech 
industries,  where  will  these  60  million- odd 
workers  find  jobs?  Let  us  continue  to  sup- 
port industries  in  which  we  are  currently 
competitive,  while  investing  in  human  re- 
source development  that  holds  the  promise 
for  Indonesia's  future. 


The  Challenges  of  Managing  the 
Domestic  Economy 

While  emphasising  the  gains  from  parti- 
cipating in  a  global  economy  and  the  kinds 
of  policies  that  will  help  us  capture  these 
gains,  I  do  not  wish  to  minimise  the  dif- 
ficulties that  globalisation  creates  for  our 
domestic  economic  management.  The  clear- 
est of  these,  in  terms  both  of  opportunity 
and  challenge,  are  the  result  of  the  speed  and 
volume  with  which  capital  now  flows  from 
one  country  to  another.  Although  we  now 
have  opportunities  to  finance  growth  that 
hardly  existed  a  few  years  ago,  some  of  this 
capital  is  extremely  fickle.  It  can  flow  out  as 
easily  as  it  flows  in. 

The  dilemmas  of  managing  the  domestic 
economy  in  a  world  where  borders  are  open 
to  the  easy  flow  of  goods  and  money  have 
long  been  clear  from  economic  theory.  The 
theory  said  that  with  highly  mobile  interna- 
tional capital,  if  we  chose  to  maintain  stabili- 
ty in  the  exchange  rate,  then  our  ability  to 
use  macro- economic  policies  to  stabilise  the 
economy  would  be  limited.  On  the  other 
hand,  if  we  insisted  on  ease  in  managing  the 
domestic  economy,  then  we  would  have  to 
accept  greater  instability  in  the  exchange 
rate.  Managing  stability  in  both  simultan- 
eously would  be  extremely  difficult. 


In  practice,  until  recently  the  constraints 
were  more  a  theoretical  matter  than  a  real 
dilemma.  When  the  "economy  became  over- 
heated in  1991,  for  example,  we  were  able  to 
apply  monetary  brakes  without  a  serious 
challenge  to  exchange  rate  policy.  As  many 
will  remember,  rather  straightforward  and 
simple  policies  that  raised  interest  rates  were 
effective  in  slowing  the  economy. 

The  world  has,  however,  changed  very 
rapidly.  Global  capital  movements  are  now 
somewhere  in  the  order  of  70  times  the  value 
of  world  trade  in  goods.  This  integration  of 
world  capital  markets  has  caused  the  theore- 
tical problem  to  become  a  real  problem.  To- 
day, if  we  raise  interest  rates  significantly 
above  international  rates  plus  some  risk  pre- 
mium, we  are  likely  to  face  massive  inflows 
of  capital.  These  incoming  funds  tend  to 
push  the  exchange  rate  up,  requiring  the  cen- 
tral bank  to  purchase  foreign  exchange  with 
rupiah  and  thereby  increase  the  money  sup- 
ply. But  these  increases  in  the  money  supply 
run  counter  to  the  original  goal  of  slowing 
down  the  economy. 

Some  academics  would  say  that  there  is  a 
simple  solution  to  the  problem.  Ignore  the 
exchange  rate:  just  let  it  seek  its  own  level 
and  concentrate  on  the  domestic  economy. 
In  the  short- run  exports  will  be  hurt  by  the 
higher  valued  rupiah,  but  eventually  the  ex- 
change rate  will  return  to  a  rate  that  allows 
exports.  Or  domestic  prices  will  be  held  in 
check  until  exports  are  once  again  competi- 
tive. This  is,  of  course,  a  purely  academic 
solution.  In  the  world  of  real  businesses, 
firms  do  not  move  that  easily  out  of  and  into 
exports.  Once  firms  have  invested  in  export 
markets,  they  expect  to  be  able  to  continue 
to  serve  them.  If  they  become  unreliable  sup- 
pliers, customers  will  look  elsewhere.  And  if 
firms  are  burned  a  few  times  by  exchange 
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rate  instability,  they  will  learn  to  export 
from  other  countries  that  offer  more  stable 
exchange  rates.  So  we  cannot  simply  ignore 
exchange  rates  and  concentrate  on  the  do- 
mestic economy. 

There  are  also  those  who  would  say  that 
a  country  can  resolve  this  dilemma  by  impos- 
ing controls  on  the  flows  of  capital;  that  in 
this  way  a  country  can  have  stability  in  ex- 
change rates  as  well  as  control  over  the  do- 
mestic economy  by  limiting  the  cross-border 
flows  of  capital.  This  sounds  deceptively 
simple. 

Before  I  address  those  who  would  sup- 
port capital  controls  let  me  say  that  Indone- 
sia has  followed  a  policy  of  an  open  capital 
account  for  some  25  years,  and  we  have  no 
intention  of  abandoning  policies  that  allow 
investors  to  repatriate  their  profits  and 
capital  without  restriction.  This  policy  has 
served  us  well,  and  will  continue  to  do  so. 

Some  of  the  supporters  of  capital  con- 
trols cite  a  recent  report  by  the  International 
Monetary  Fund  as  buttressing  their  case.  But 
I  am  suspicious  that  most  of  those  who  use 
this  report  to  argue  for  capital  controls  have 
not  read  the  report  itself.  In  fact,  the  defini- 
tion of  capital  controls  in  the  report  is  so 
broad  as  to  include  policies  that  Indonesia 
has  long  followed:  for  example,  prudential 
regulations  that  limit  the  foreign  exchange 
position  that  banks  can  hold  are  counted  as 
foreign  exchange  controls  in  the  report.  The 
report  makes  a  case  that-  actions  similar  to 
this  can,  under  the  appropriate  circum- 
stances, work  and  be  useful.  At  no  point 
does  the  report  argue  in  favour  of  policies 
that  license  foreign  exchange  or  which  in  any 
other  way  involve  the  government  in  restric- 
ting transactions  or  in  allocating  foreign  ex- 
change among  users.  These,  we  believe,  are 
real  capital  controls,  and  we  are  committed 
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to  avoiding  them.  We  are  convinced,  as  are 
the  authors  of  the  report,  that  these  meas- 
ures do  not  work,  and  can  be  very  costly  and 
even  counterproductive. 

Are  we  then  on  the  horns  of  a  dilemma, 
with  no  effective  policy  tools?  I  am  con- 
vinced that  the  answer  is  no.  But  I  do  believe 
that  we  will  need  to  draw  on  a  more  complex 
set  of  management  tools  and  we  may  even 
need  to  revise  somewhat  the  incentives  under 
which  some  of  our  institutions  operate. 

First,  the  inflows  of  foreign  capital  that 
accompany  higher  interest  rates  need  not  in- 
crease the  money  supply  and  thus  generate 
impacts  opposite  to  those  intended.  Thus 
far,  there  is  no  evidence  that  the  inflows  ac- 
companying tightened  monetary  policy  are 
greater  than  those  that  can  be  sterilised  by 
the  conventional  tools  of  selling  SBIs  and  is- 
suing less  SBPUs.  Bank  Indonesia  has  gen- 
erally been  very  effective  in  these  policies, 
even  though  some  of  the  institutional  incen- 
tives designed  to  encourage  efficiency  could, 
potentially  create  difficulties  for  sterilisation 
efforts. 

Second,  we  have  not  exhausted  other 
tools  for  managing  the  economy.  We  have 
more  options  than  simply  driving  up  interest 
rates  through  the  sale  of  SBIs  or  the  mani- 
pulation of  SBPUs.  We  have,  for  example, 
not  varied  the  reserve  requirements  of  our 
banks,  as  other  countries  do.  Radical 
changes  could  certainly  threaten  the  solvency 
of  some  banks,  but  small  changes  may  act  as 
an  effective  tool  for  managing  the  domestic 
economy. 

Third,  fiscal  policy  remains  an  effective 
tool  for  managing  the  economy.  Slowdowns 
in  government  spending,  for  example,  or  ac- 
celeration of  tax  collections  serve  to  slow  the 
economy.  If  inflation  and  current  account 
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imbalances  become  a  serious  concern,  Indo- 
nesia could  strive  for  an  overall  fiscal  sur- 
plus, along -the  lines  achieved  by  other  fast- 
growing,  low- inflation  economies  such  as 
Thailand  and  Malaysia.  Some  neighbouring 
countries  have  also  relied  quite  heavily  on  a 
variant  of  fiscal  policy  as  they  have  timed 
releases  from  their  "provident"  funds  to 
counter  business  cycles. 

Fourth,  Indonesia  can  support  the  ef- 
forts of  international  agencies  such  as  the 
World  Bank  and  the  IMF  to  seek  new  in- 
stitutional means  for  responding  to  crises 
that  disrupt  world  financial  markets.  The 
Mexican  crisis  of  less  than  a  year  ago  drew 
the  world's  attention  to  the  serious  distur- 
bances that  can  result  from  the  integration 
of  capital  markets  and  the  ease  with  which 
money  now  flows  across  international  bor- 
ders. Large  capital  inflows  can  mask  im- 
balances caused  by  poor  macro- economic 
management,  and  capital  -  including  do- 
mestic capital  -  can  bail  out  in  a  hurry  when 
the  imbalances  become  unsustainable.  More- 
over, if  investor  confidence  in  one  market  is 
shaken,  the  ripple  effects  can  threaten 
perfectly  sound  economies.  To  prevent  the 
reoccurrence  of  this  type  of  crisis,  the  Group 
of  Seven  industrial  countries  (G-7),  at  their 
Halifax  Summit  in  June  1995,  decided  to 
pursue  the  creation  of  an  early  warning 
system  and  an  Emergency  Financing  Mech- 
anism at  the  IMF.  By  supporting  this  and 
similar  initiatives,  we  can  take  advantage  of 
the  benefits  of  capital  mobility  to  finance 
our  growth  process  while  at  the  same  time 
minimising  the  destabilising  aspects. 

In  sum,  although  globalisation  has  made 
it  more  difficult  to  manage  our  domestic  eco- 


nomy, all  the  evidence  suggests  that  we  are 
able  to  accomplish  our  goals.  In  the  future, 
we  may  need  to  increase  the  range  of  tools 
that  we  draw  on,  and  assure  that  incentives 
are  aligned  with  our  goals.  But  there  is  no 
reason  to  believe  that  we  will  have  to  sacri- 
fice either  the  goal  of  exchange  rate  stability 
or  the  goal  of  stability  in  the  domestic  eco- 
nomy, in  order  to  take  advantage  of  the  op- 
portunities to  finance  growth  offered  by  a 
global  capital  market. 

I  have  stressed  both  the  opportunities 
and  the  challenges  of  Indonesia's  growing 
integration  with  the  regional  and  the  world 
economy.  The  opportunities  clearly  out- 
weigh the  challenges.  However,  devoting 
some  careful  thought  to  the  choices  we  face 
can  help  us  avoid  pitfalls  on  the  road  to  an 
integrated  world  economy,  which  is  why 
conference  are  useful. 

As  we  move  toward  the  goal  outlined  last 
November  at  Bogor,  we  will  experience 
many  changes.  These  changes  will  not  just  be 
economic  in  nature.  Our  society  and  culture 
will  continue  to  evolve  in  response  to  grow- 
ing interaction  with  the  outside  world.  To 
manage  these  changes  we  will  need  to  rely 
primarily  on  our  own  efforts:  to  become,  in 
the  words  of  the  1993  State  Policy  Guide- 
lines, an  advanced  and  self-reliant  nation. 
Nevertheless*  one  key  to  success  will  be  in- 
creased cooperation  with  other  nations:  both 
with  our  regional  partners  in  ASEAN,  our 
partners  in  APEC,  and  nations  throughout 
the  world.  Being  actively  engaged  in  the  on- 
going process  of  globalisation  is  the  best  way 
to  ensure  the  success  of  Indonesia's  develop- 
ment efforts. 


The  Role  and  Prospect 
of  the  United  Nations 
Peace-Keeping  Operations* 

C.P.F.  Luhulima 


THE  objective  of  national  security  pol- 
icy has  traditionally  been  two- fold:  to 
preserve  the  territorial  integrity  and 
the  sovereignty  of  the  State  which  is  in 
essence  a  matter  of  freedom  to  choose  one's 
own  political  system.  Over  the  centuries,  sov- , 
ereignty  has  frequently  been  undermined  by 
foreign  invasion  and  control.  Thus  the  es- 
sence of  national  security  policy  has  shifted 
to  the  defence  of  borders.  As  a  consequence, 
international  security  policy  has  revolved 
around  these  inter- related  elements:  the  sov- 
ereignty and  territorial  integrity  of  States. 
Hence  the  definition  of  security  has  become 
"protection  from  and  measures  taken 
against  aggression  directed  at  the  state"  in 
accordance  with  the  rules  of  international 
law. 

In  the  process  international  security  or 
collective  security  has  become  the  most  far- 
reaching  attempt  to  overcome  the  deficien- 
cies of  a  completely  decentralised  system  of 
law  enforcement.  Traditional  international 
law  leaves  the  enforcement  of  its  rules  to  the 
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nation  being  harmed.  Collective  security,  on 
the  other  hand,  envisages  the  enforcement  of 
the  rules  of  international  law  by  all  the  mem- 
bers of  the  United  Nations,  whether  or  not 
they  have  been  harmed  in  the  particular  case. 
The  prospective  lawbreaker  must  thus  always 
expect  to  face  a  common  front  of  all  nations, 
automatically  taking  collective  action  in  de- 
fence of  international  law.  The  United  Na- 
tions' task  is  thus  to  take  care  that  no  armed 
inter-state  conflicts  occur.  The  probable 
causes  of  such  conflicts,  however,  are  be- 
yond the  category  of  "peace  insurance". 

Gradually,  international  security  or  col- 
lective security  policy  has  also  come  to  en- 
compass the  protection  of  other  interna- 
tional norms  and  standards  ~  as  agreed  in 
the  global  framework  of  the  United  Nations 
or  in  a  regional  setting  such  as  ASEAN  and 
the  OSCE  (Organization  for  Security  Coop- 
eration in  Europe).  ASEAN' s  Treaty  of 
Amity  and  Cooperation  in  Southeast  Asia, 
for  example,  declared  attempts  to  threaten 
political  and  economic  stability,  sovereignty, 
or  territorial  integrity  of  other  member 
countries  illegitimate,  while  urging  members 
to  keep  themselves  "free  form  external  inter- 
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ference  as  well  as  internal  subversive  activi- 
ties in  order  to  preserve  their  respective  na- 
tional identities".  The  Helsinki  Final  Act  de- 
clared attempts  to  undermine  the  socio-eco- 
nomic and  political  systems  of  other  coun- 
tries illegitimate  (while  holding  the  parties 
mutually  accountable  for  respecting  human, 
civil  and  political  rights  and  freedoms). 

Other  norms  which  more  recently  pertain 
to  intra-state  affairs  are  minority  rights  and 
humanitarian  standards.  A  broader  response 
that  is  now  in  vogue  is  that  security  also  com- 
prises "a  feeling  of  national  well-being  stem- 
ming from  confidence  in  the  future".  (Aus- 
tralian College  of  Defence  and  Strategic 
Studies,  1995:  1)  This  feeling  is  generally 
considered  to  be  the  outcome  of  a  realistic 
evaluation  of  present  circumstances,  the  pre- 
dictability of  major  influences  that  could  im- 
pact on  the  future  of  the  state,  and  con- 
fidence that  those  major  influences  will  be 
essentially  benign.  This  feeling  in  its  various 
dimensions  remains  essentially  within  the 
domain  of  international  law. 

This  paper  will,  however,  limit  itself  to 
measures  taken  to  ensure  international  peace 
and  security  against  aggression. 

Role  of  the  UN  in  Maintaining  Inter- 
national Peace  and  Security 

Chapter  1 ,  Article  1  of  the  Charter  stated 
the  first  purpose  of  the  United  Nations 
which  is: 

"To  maintain  international  peace  and  security,  and 
to  that  end:  to  take  effective  collective  measures  for 
the  prevention  and  removal  of  threats  to  the  peace, 
and  for  the  suppression  of  acts  of  aggression  or 
other  breaches  of  the  peace,  and  to  bring  about  by 
peaceful  means,  and  in  conformity  with  the  prin- 
ciples of  justice  and  international  law,  adjustment  or 


settlement  of  international  disputes  or  situations 
which  might  lead  to  a  breach  of  the  peace." 

To  achieve  this  goal,  the  members  are 
obligated  by  Article  2(4)  to  "refrain  in  their 
international  relations  from  the  threat  or  use 
of  force  against  the  territorial  integrity  or 
political  independence  of  any  state." 

Chapter  7  of  the  Charter  of  the  United 
Nations  comprising  Articles  30-51  con- 
stitutes the  endeavour  to  overcome  the  weak- 
ness of  the  traditional,  i.e.  decentralised 
system  of  law  enforcement.  Articles  39,  41, 
42  and  43  are  the  core  of  the  UN  system  of 
law  enforcement  on  international  or  collec- 
tive security.  Article  39  of  the  Charter  of  the 
United  Nations  reads: 

"The  Security  Council  shall  determine  the  existence 
of  any  threat  to  the  peace,  breach  of  the  peace,  or 
act  of  aggression  and  shall  make  recommendations 
or  decide  what  measures  shall  be  taken  in  accordance 
with  Articles  41  and  42  to  maintain  or  restore  inter- 
national peace  and  security." 

Hence,  it  is  the  Security  Council  that  de- 
cides authoritatively  in  what  situations  mea- 
sures of  enforcement  are  to  be  taken,  and 
not  the  individual  member  states.  Such  a  de- 
cision is  not  a  recommendation  whose  execu- 
tion depends  upon  the  discretion  of  the  in- 
dividual member  states;  it  is  binding  upon 
the  latter  which  in  accordance  with  Article 
25  of  the  Charter  "agree  to  accept  and  carry 
out  the  decisions  on  the  Security  Council  in 
accordance  with  the  present  Charter". 

Article  43(1)  reads: 

"AH  Members  of  the  United  Nations,  in  order  to 
contribute  to  the  maintenance  of  international  peace 
and  security,  undertake  to  make  available  to  the  Se- 
curity Council,  on  its  call  and  in  accordance  with  a 
special  agreement  or  agreements,  armed  forces,  as- 
sistance, and  facilities,  including  rights  of  passage, 
necessary  for  the  purpose  of  maintaining  interna- 
tional peace  and  security." 
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Such  forces  were  then  to  be  employed  at 
the  direction  of  the  UN  Security  Council  for 
the  maintenance  or  restoration  of  interna- 
tional peace  and  security,  where  more  Paci- 
fic "measures"  under  Article  41 1  "would  be 
inadequate  or  have  proved  to  be  inade- 
quate". 

The  same  kind  of  binding  decision  on  the 
part  of  the  Security  Council  determines  the 
enforcement  action  to  be  applied  in  a  parti- 
cular case,  and  the  discretion  of  the  indivi- 
dual member  states  does  not  seem  to  count. 
With  respect  to  economic  sanctions  dealt 
with  in  Article  41,  the  Security  Council  may 
"decide"  and  "call  upon"  the  members  to 
comply  with  its  decisions.  With  respect  to 
military  sanctions,  provided  for  in  Article 
42,  the  Security  Council  "may  take  such  ac- 
tion by  air,  sea,  or  land  forces  as  may  be  ne- 
cessary to  maintain  or  restore  international 
peace  and  security",  not  only  on  an  ad  hoc' 
basis  but  on  a  permanent  basis. 

Forces  committed  under  Article  42  would 
be  directed  against  one  or  more  parties  who 
have  been  found  to  have  aggressive  inten- 
tions or  have  committed  an  act  of  aggres- 
sion. In  this  respect,  repelling  aggression  is 
different  from  peace  enforcement,  where  no 
specific  enemy  or  enemies  are  designated. 
However,  forces  under  this  Article  may  per- 
haps never  be  sufficiently  large  or  well 
enough  equipped  to  deal  with  a  threat  from  a 
major  army  equipped  with  sophisticated 
weapons.  They  would  be  useful,  however,  in 
meeting  any  threat  posed  by  a  military  force 
of  lesser  strength.  Article  45  emphasizes  this 
obligation  especially  with  respect  to  air  force 
contingents  "for  combined  international  en- 


Article  41  deals  with  complete  or  partial  interrup- 
tion of  economic  relations  and  various  means  of  com- 
munication, and  the  severance  of  diplomatic  relations. 


forcement  action."  In  addition: 

"The  strength  and  degree  of  readiness  of  these  con- 
tingents and  plans  for  their  combined  action  shall 
be  determined,  within  the  limits  laid  down  in  the 
special  agreement  or  agreements  referred  to  in  Ar- 
ticle 43,  by  the  Security  Council  with  the  assistance 
of  the  Military  Staff  Committee." 

These  agreements  are  to  be  carried  out 
through  agreements  between  the  member 
states  and  the  Security  Council.  The  agree- 
ments shall  determine  "the  numbers  and 
types  of  forces,  their  degree  of  readiness  and 
general  location,  and  the  nature  of  the  facili- 
ties and  assistance  to  be  provided.  "These 
forces  have  two  distinct  functions,  as 
observer  or  as  a  military  force  whose  major 
task  it  is  to  separate  the  warring  factions  by 
their  physical  presence. 

These  agreements  introduce  the  decen- 
tralised element  in  the  enforcement  scheme 
of  Chapter  7  of  the  Charter.  These  decen- 
tralising elements  comprise  two  components. 
First,  by  refusing  to  agree  to  more  than  a 
modest  contribution  to  the  military  effort  of 
the  Security  Council,  a  nation  is  in  a  position 
to  limit  correspondingly  its  subsequent  obli- 
gations under  the  decisions  of  the  Security 
Council.  It  may  completely  evade  the  obliga- 
tion to  participate  in  military  enforcement 
actions  decided  upon  by  the  Security  Council 
by  refusing  to  be  party  to  the  agreement  alto- 
gether. In  other  words,  the  military  factor  of 
the  enforcement  mechanism  of  Chapter  7 
can  be  put  into  existence  and  operation  only 
if  the  individual  member  states  agree  indivi- 
dually to  allow  it  to  exist  and  operate.  Once 
the  military  contingents  have  been  created  by 
individual  agreements,  the  Security  Council 
reigns  supreme,  and  the  discretionary  power 
of  the  contracting  nations  is  terminated,  at 
least  within  the  confines  of  the  law  of  the 
Charter. 
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Second,  is  that  even  after  the  conclusion 
of  those  agreements,  member  states  can  still 
refuse  to  attend  to  the  "call"  of  the  Security 
Council  to  make  available  to  it  the  con- 
tingents and  military  facilities  agreed  upon 
which  is  thus  in  direct  violation  of  the  obliga- 
tion under  Article  43. 

As  a  consequence,  Article  106  of  the 
Charter  applies.  This  particular  article  pro- 
vides that  in  the  absence  of  such  agreements 
the  United  States,  the  Soviet  Union,  the 
United  Kingdom,  China  and  France  shall 
"consult  with  one  another  and  as  occasion 
requires  with  other  members  of  the  United 
Nations  with  a  view  to  such  joint  action  on 
behalf  of  the  organisation  as  may  be  neces- 
sary for  the  purpose  of  maintaining  interna- 
tional peace  and  security".  Hence,  it  is  still 
the  political  will  of  the  individual  states  that 
is  of  the  essence  in  UN  law  enforcement. 

These  limitations  are  strengthened  by 
two  provisions  that  limit  operation  of  the  en- 
forcement system  of  Chapter  7:  Article  51 
and  Article  27  paragraph  3.  Article  51 
stipulates  that  "nothing  in  the  present  Char- 
ter shall  impair  the  inherent  right  of  indivi- 
dual or  collective  self-defense  if  an  armed  at- 
tack occurs  against  a  Member  of  the  United 
Nations".  Individual  self-defence  as  the 
right  to  meet  an  attack  with  commensurate 
force  would  limit  the  law  enforcement  mech- 
anism of  the  United  Nations  although  not 
expressly  indicated  in  Article  51. 

What  Article  51  obviously  aims  at  is  the 
recognition  of  the  right  of  any  nation, 
whether  directly  attacked  or  not,  to  come  to 
the  aid  of  any  nation  that  has  been  so  at- 
tacked. This  is,  however,  equivalent  to  the 
reaffirmation  of  the  traditional  principle  of 


common  international  law:  it  is  for  the 
harmed  nation  to  enforce  international  law 
against  the  law  breaker,  and  that  nation  can 
rely  only  upon  the  voluntary  cooperation  of 
other  nations  to  make  international  law 
prevail.  Article  51  reaffirms  the  decentralisa- 
tion of  law  enforcement,  not  only  for  the  im- 
mediately injured  nation  but  for  all  other  na- 
tions as  well. 

Article  51  subjects  this  reaffirmation  to 
three  qualifications:  First,  is  that  the  right  of 
collective  self-defence  shall  remain  unim- 
paired only  "until  the  Security  Council  has 
taken  the  necessary  measures  to  maintain  in- 
ternational peace  and  security."  Second, 
measures  taken  in  collective  self-defence 
have  to  be  reported  immediately  to  the  Se- 
curity Council.  And,  third,  such  measures 
shall  not  affect  the  authority  and  responsi- 
bility of  th~  Security  Council  to  take  "at  any 
time  such  action  as  it  deems  necessary  to 
maintain  or  restore  international  peace  and 
security".  (Morgenthau  &  Thompson,  1985: 
323;  L.C.  Green,  1993:  8-9) 

While  the  second  qualification  is  ob- 
viously redundant,  since  it  will  duplicate  the 
information  that  the  Security  Council  must 
have  already  received  through  press,  radio, 
and  ordinary  diplomatic  channels,  the  other 
two  qualifications  are  virtually  devoid  of 
practical  importance.  (Morgenthau  & 
Thompson,  1985:  323)  An  armed  attack  of  A 
against  B,  to  whose  assistance  C,  D,  and  E 
come  with  their  air,  land,  and  naval  forces, 
confronts  the  Security  Council,  especially 
under  the  conditions  of  modern  warfare, 
with  an  accomplished  fact  to  which  it  must 
adapt  its  enforcement  measures.  Air  attacks 
will  have  been  executed,  battles  will  have 
been  fought,  territories  will  have  been  oc- 
cupied which  is  that  a  full-fledged  war  will 
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have  started  by  virtue  of  the  right  of  collec- 
tive self-defence.  The  Security  Council,  far 
from  being  able  to  stop  that  war  and  substi- 
tute for  it  its  own  enforcement  measures,  can 
only  participate  in  it  on  terms  that  will 
necessarily  be  subordinated  to  the  strategy  of 
the  individual  belligerent  states  already  en- 
gaged in  full-scale  hostilities.  Once  started  as 
a  measure  of  collective  self-defense,  a  coali- 
tion war  may  receive  the  legal  and  political 
blessings  and  the  active  support  of  the 
United  Nations.  But  it  will  hardly  loose  its 
initial  character. 

However,  once  a  conflict  has  begun,  the 
limitation  of  Article  51  become  irrelevant. 
This  means  there  is  no  obligation  upon  a 
party  resorting  to  war  in  self-defence  to  limit 
his  activities  to  those  essential  to  his  self- 
defence.  Thus,  if  an  aggressor  has  invaded 
his  territory  and  been  expelled,  it  does  not 
mean  that  the  victim  of  the  aggression  has  to 
cease  his  operations  once  his  own  territory 
has  been  liberated.  He  may  continue  to  take 
advantage  of  the  just  in  bello,  until  he  is 
the  principle  of  proportionality,  until  he  is 
satisfied  that  the  aggressor  is  defeated  and 
no  longer  constitutes  a  threat. 

The  crux  of  the  enforcement  system  of 
the  United  Nations  is  Article  27,  paragraph 
3,  of  the  Charter.  It  stipulates  that  "deci- 
sions of  the  Security  Council  ...  shall  be 
made  by  an  affirmative  vote  of  nine  mem- 
bers including  the  concurring  votes  of  the 
permanent  members."  This  means  that  the 
consent  of  all  five  permanent  members  is 
needed  for  putting  the  enforcement  mach- 
inery of  Chapter  VII  into  effect.  Dissent  by 
one  of  the  permanent  members  is  sufficient 
to  make  the  execution  of  any  enforcement 
measure  impossible  even  when  all  the  other 
fourteen  members  of  the  Security  Council 


have  consented.  In  other  words,  each  of  the 
permanent  members  has  a  veto  with  regard 
to  any  enforcement  measure  to  be  taken  in 
pursuance  of  Chapter  VII  of  the  Charter. 

Thus  the  veto,  next  to  the  agreements 
between  member  States  and  the  Security 
Council,  reintroduces  into  the  system  of  law 
enforcement  of  the  United  Nations  the  prin- 
ciple of  decentralisation  by  making  the 
operation  of  the  system  dependent  upon  the 
will  of  each  of  the  permanent  members.  The 
provisions  of  Chapter  VII  which,  as  we  have 
seen,  constitute  in  themselves  an  important 
step  towards  the  centralisation  of  law  en- 
forcement, must  be  read  in  the  light  of  Arti- 
cle 27,  paragraph  3,  which  deprives  them  of 
much  of  their  centralising  effect. 

These  weaknesses  of  the  United  Nations 
system  of  collective  security  were  made  ob- 
vious, by  their  application  to  the  aggression 
of  North  Korea  against  South  Korea  (1950- 
1953)  to  the  aggression  of  Iraq  against 
Kuwait  (1990-1991).  In  both  cases,  the  Se- 
curity Council  called  for  the  use  of  national 
forces,  since  no  troops  had  been  made  avail- 
able to  the  UN  for  an  Article  42  type  of  ac- 
tion. The  Security  Council  was  able  to  apply 
the  collective  security  provisions  of  the 
Charter  against  North  Korea  only  because 
the  Soviet  Union  had  absented  itself  tempo- 
rarily from  that  body  and,  hence,  could  not 
veto  the  relevant  resolutions.  (Christian 
Tomuschat,  1994:  677-78)  In  addition,  there 
was  a  unified  command  under  General  Mac- 
Arthur  using  the  UN  Flag.  However,  Mac- 
Arthur  never  sought  and  never  received  any 
instructions  from  the  Security  Council  on 
the  conduct  of  war.  With  the  return  of  the 
Soviet  Union  to  the  Security  Council,  the 
General  Assembly  was  called  upon  to  carry 
the  burden  of  organising  the  collective  action 
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of  the  United  Nations. 

In  the  Gulf  situation,  no  unified  com- 
mand was  established:  the  UN  did  not  ask 
the  USA  to  appoint  a  commander-in-chief, 
as  it  had  done  in  Korea,  and  the  use  of  the 
UN  flag  was  not  authorised.  It  was  the  broad 
agreement  on  the  need  to  repel  Iraqi  aggres- 
sion, and  the  firm  military  and  diplomatic 
leadership  exercised  by  the  US,  which  en- 
abled the  coalition  forces  to  act  without  ser- 
ious dissent.  There  were  no  UN  forces  as 
such,  but  rather  national  forces  operating 
under  a  UN  mandate  which  authorised  the 
particular  operation.  Nonetheless,  Article  45 
of  the  UN  Charter  by  which  members  are  re- 
quired to  "hold  immediately  available  na- 
tional air- force  contingents  for  combined  in- 
ternational enforcement  action"  play  a  key 
role  in  Desert  Storm  to  minimise  the  coali- 
tion casualties.  Since  the  1991  war,  there  has 
been  a  fairly  consistent  pattern  by  the  West 
of  using  air  power  against  Iraq  (Adam  Ro- 
berts, 1993:  19-20)  while  recoiling  from  ma- 
jor reliance  on  ground  troops. 

The  functions  of  the  General  Assembly 
with  regard  to  measures  of  collective  security 
are  limited  by  Articles  10  and  18  of  the 
Charter  to  making  recommendations  to  the 
member  states  by  a  two-thirds  majority.  It  Is 
the  nature  of  a  recommendation  to  leave  it  to 
the  discretion  of  the  addressee  whether  or 
not  he  wishes  to  follow  it.  Hence,  measures 
of  collective  security,  taken  by  virtue  of  such 
recommendations,  are  completely  decen- 
tralised. 

The  experience  of  the  Korean  War  and 
the  Gulf  War  made  most  members  of  the 
United  Nations  aware  of  the  impotence  of 
the  Security  Council  to  discharge  its  func- 
tions as  an  agency  of  collective  security.  The 


UN  Resolution  "Uniting  for  Peace"  passed 
in  1950  which  attempts  to  strengthen  the 
General  Assembly  as  the  principal  agency 
for  the  organisation  of  collective  security, 
sets  an  example.  Faced  with  the  Soviet  veto 
in  the  Security  Council  at  the  time  of  the 
Korean  War,  the  General  Assembly  was 
called  upon,  albeit  at  American  initiative,  to 
carry  the  burden  of  organising  the  collective 
actions  of  the  United  Nations.  (Morgenthau 
and  Thompson,  1985:  326;  Tomuschat, 
1994:  679)  Whatever  measures  of  collective 
security  the  United  Nations  would  have  to 
take  in  the  future  would  probably  have  to  be 
taken  by  the  General  Assembly. 

This  is  the  position  of  the  Non-Aligned 
Movement  as  expressed  in  the  Tenth  Summit 
Final  Document  on  the  Restructuring,  Revi- 
talisation  and  Democratisation  of  the  United 
Nations.  (Jakarta.  1992)  The  NAM  coun- 
tries called  for  the  enhancement: 

"of  the  role  of  ihc  General  Assembly  as  a  forum  for 
deliberation,  negotiation  and  decision- making  on  all 
issues  of  global  concern.  This  is  fully  consistent  with 
the  obligation  of  all  States  to  abide  by  the  principles 
of  sovereign  equality  and  the  right  to  participate  ac- 
tively in  me  promotion  of  the  collective  interests  of 
the  global  community."  (Final  Documents,  para- 
graph 31) 

On  the  other  hand,  they  recognised  "security 
problems  which  are  region- specific  are  best 
addressed  within  an  appropriate  regional 
context".  They  pointed  to  such  efforts  in 
Latin  and  Central  America  as  well  as  in 
Southeast  Asia  and  the  Pacific: 

"Which  have  highlighted,  among  others,  the  validity 
of  confidence-building  measures,  particularly  in  re- 
gions of  high  tension;  balanced  security  at  the  lowest 
possible  level  of  armaments  and  armed  forces;  and 
the  elimination  of  destabilising  military  capabilities 
and  imbalances. 

...  They  called  for  the  holding  of  regional  dialogues 
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where  appropriate  on  security  and  cooperation  to 
provide  an  appropriate  framework  for  endeavours 
to  promote  security,  and  enhance  economic,  envir- 
onmental, social  and  cultural  cooperation,  taking 
into  account  the  particular  character  of  each  region. 
Such  an  approach,  based  on  geopolitical,  historical, 
cultural  and  other  factors,  can  lead  to  channels  of 
communication  between  adversaries  and  promote 
confidence-building  measures  which  could  facilitate 
the  initiation  of  arms  reduction  talks  in  some  re- 
gions. Global  and  regional  approaches  to  disar- 
mament complement  each  other  and  should  be  pur- 
sued simultaneously  to  promote  regional  and  inter- 
national peace  and  security."  (Final  Documents, 
Paragraph  42) 

However,  China,  Russia  and  the  United 
States  are  agreed  that  the  General  Assembly 
should  limit  itself  to  its  original  role  of  a 
body  for  discussion  and  to  make  recommen- 
dations. (C.  Tomuschat:  679) 

The  General  Assembly  has  the  right  only 
to  recommend,  not  to  order  action  on  the, 
part  of  the  Member  States.  The  "Uniting  for 
Peace"  Resolution  and  the  Collective  Mea- 
sures Committee  created  at  the  time  can  only 
have  the  purpose  of  strengthening  the  will- 
ingness and  ability  of  the  Member  States  to 
take  speedy  and  effective  action,  in  case  the 
Generally  Assembly  should  indeed  recom- 
mend such  action. 

As  regards  regional  approaches,  the  ef- 
fective functioning  of  their  decision- making 
machinery  and  a  consensus  on  how  it  should 
operate  should  be  warranted  to  choke  and 
subsequently  diffuse  or  preferably  resolve 
conflicts  in  the  region.  A  coexistence  or'  com- 
bination of  United  Nations  and  regional  ap- 
proaches, or  alliance- based  approaches  to 
security  issues,  particularly  as  an  effective 
crisis- management  tool,  is  most  probably  a 
better  approach  to  countenance  future  col- 
lective security  issues. 


The  Prospect  of  the  United  Nations 
Peace-Keeping  Operations 

The  Post-Cold  War  role  of  the  UN  in  in- 
ternational, collective  security  raises  two 
crucial  questions:  first  is  the  question 
whether  there  is  a  blueprint  or  a  coherent 
framework  in  the  vast  array  of  its  security 
activities.  There  is,  however,  no  consistency 
and  predictability  in  UN  actions  to  preserve 
international  peace  and  security.  This  is  the 
consequence  of  the  world  being  too  complex 
and  anarchic  a  place  for  that  to  be  the  case. 
We  should  therefore  see  to  it  that  deplorable 
passivity  in  some  situations  does  not  become 
an  excuse  for  inaction  on  other  occasions, 
when  the  conditions  for  constructive  action 
are  more  propitious. 

Second,  whether  there  is  a  danger  that 
the  force  of  ethnic  conflicts  could  defeat  the 
UN  efforts.  In  1992,  all  armed  conflicts  were 
intra- State,  except  one  which  is  the  India- 
Pakistan  War.  (Sverre  Lodgaard,  1993:  5) 
To  deal  with  such  conflicts,  States  have  in- 
creasingly resorted  to  collective  security  ac- 
tions in  the  framework  of  the  UN  which 
have  therefore  grown  in  numbers  and  com- 
plexity. Policemen,  civilian  officials,  refugee 
and  humanitarian  aid  specialists  all  play  im- 
portant roles  along  with  the  military.  In 
some  cases,  UN  military  personnel  are  even 
assuming  the  task  of  disarming  warring  fac- 
tions as  an  integral  part  of  conflict  mitiga- 
tion  and  conflict  resolution  efforts. 

There  are  several  reasons  for  calling  on 
the  UN.  One  of  them  emanates  from  the 

2After  stable  levels  of  10,000-15,000  peace-keepers 
throughout  1987-1991,  the  numbers  increased  rapidly. 
In  September  1993,  nearly  80,000  people  were  working 
with  UN  peace- keeping  operations.  The  annual  costs  for 
1993/1994  of  17  current  UN  operations  seem  to  be 
about  US$3,6  billion.  (Press  Release  GA/PK/3,  25  Oc- 
tober 1993) 
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series  of  more  or  less  successful  UN  actions 
in  1987  through  1992:  helping  to  end  the  war 
between  Iran  and  Iraq;  facilitating  the  Soviet 
withdrawal  from  Afghanistan  and  the 
Cuban  withdrawal  from  Namibia;  and  pro- 
viding the  framework  for  the  expulsion  of 
Iraq  from  Kuwait.  Another  one  stems  from 
the  legitimation  that  the  UN  sheds  on  dif- 
ficult operations  which  contributing  coun- 
tries would  otherwise  find  it  hard  to  under- 
take. Finally,  it  is  that  interestingly,  decision- 
making seems  to  be  easier  at  the  UN  than  in 
NATO,  the  WEU  and  the  OSCE.  The  WEU 
is  in  an  embryonic  stage,  and  hampered  by 
German  constitutional  restraints.  The  war  in 
Bosnia  is  a  vivid  reminder  of  the  difficulties 
NATO  faces  when  trying  to  agree  on  "out  of 
area"  actions.  It  turns  out  to  be  a  doubtful 
crisis- management  tool,  because  there  is  not 
enough  consensus  on  how  it  should  operate. 

The  primary  task  of  UN  peace- keeping 
forces  is  that  of  interpositioning,  with  the 
consent  of  the  parties  concerned,  between 
hostile  forces  after  a  truce  or  cease-fire  has 
been  achieved,  to  discourage  resumption  of 
hostilities.  (James  S.  Sutterlin)  UN  peace- 
keepers are  not  authorised  to  use  force  ex- 
cept in  self-defence.  They  are  not  supposed 
to  take  the  initiative  in  the  use  of  force,  only 
entitled  to  respond  with  force  to  an  attack 
with  arms,  including  attacks  intended  to 
make  them  withdraw  from  positions  they  oc- 
cupied under  orders  of  the  Force  Com- 
mander.3 Peace-keepers  have  also  limited 
themselves  to  the  use  of  low- technology,  and 
operated  without  any  advanced  surveillance 
of  their  own.  Improvisation  and  the  treasur- 


3These  rules  of  engagement  were  first  outlined  by 
Secretary-General  Hammerskjoeld  in  connection  with 
the  peace-keeping  operation  in  Congo.  UN  Document 
S/4382,  12  July  1960. 


ing  of  low- tech  have  proved  grossly  inade- 
quate to  face  the  challenges  of  recent  years. 

By  intervening  in  a  people's  war  or  a 
similar  situation,  an  additional  factor  should 
be  borne  in  mind.  There  are  no  invariables  in 
inter- state  wars,  no  permanent  borders  and 
other  such  qualifications  to  serve  as  guide- 
lines. Such  actions  are  only  meaningful  if  the 
UN  is  prepared  to  directly  interfere  in  the 
fight  among  the  warring  factions.  Military 
means  must  be  employed  to  protect  the  peo- 
ple from  murder,  from  destruction  and  from 
mass  eviction.  Political  efforts  should  be 
made  to  mediate  between  the  warring  fac- 
tions and  bring  them  to  the  conference  table. 
Crime  and  destruction,  as  a  consequence  of 
racial- ethnic  conflicts,  should  not  be  toler- 
ated by  the  United  Nations. 

On  January  31,  1992  UN  Secretary  Gen- 
eral Boutros  Boutros-Ghali  was  requested  by 
the  Summit  Meeting  of  the  Security  Council 
to  prepare  an  "analysis  and  recommenda- 
tions on  ways  of  strengthening  and  making 
more  efficient  within  the  framework  and 
provisions  of  the  Charter  the  capacity  of  the 
United  Nations  for  preventive  diplomacy, 
for  peace-making  and  for  peace- keeping". 
(Boutros  Boutros-Ghali,  1992:  39)  It  is  a  re- 
quest for  "strengthening  and  making  more 
efficient"  rather  than  exploring  problems 
and  questioning  traditional  prescriptions. 
The  report  is  thus  notable  for  making  a 
number  of  proposals  and  suggestions,  ad- 
dressed to  member- states,  for  enhancing  UN 
capability  to  respond  to  challenges  of  the 
post-Cold  War  world,  to  "new  departures  in 
peace- keeping"  and  "post-conflict  peace- 
building".  However,  Secretary  General  re- 
frained from  stating  that  the  UN  Charter 
does  not  embody  sufficient  guidelines  for 
future  non- conventional,   post-Cold  War 
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conflict  resolutions.  It  is  apparently  not  the 
purpose  of  the  Report  to  produce  new  guide- 
lines for  policy  proposals  and  policy-making 
of  the  Security  Council. 

Since  its  publication  in  June  1992,  an 
Agenda  for  Peace  has  received  limited  res- 
ponse. In  the  General  Assembly  debate  in 
Autumn  1992,  there  was  no  opposition  in 
principle  to  the  proposition  of  the  Security 
Council's  invitation.  The  report's  proposal 
for  the  utilisation  of  peace- enforcement 
units  under  Article  43  to  respond  to  outright 
aggression,  imminent  or  actual,  in  clearly 
defined  circumstances  and  with  terms  of 
reference  specified  in  advance  and  put  under 
the  direct  command  of  the  Secretary  General 
(Boutros  Boutros-Ghali,  1992;  53)  have  so 
far  only  limited  results.  Member  states  seem 
more  reluctant  to  transfer  control  of  their 
armed  forces  than  the  Secretary  General  had, 
expected.  The  Report's  weak  point  is  that  it 
makes  too  little  allowance  for  the  changed 
character  of  conflicts  and  for  the  real  dif- 
ferent perceptions  among  states  and  their 
competing  interests.  It  contains  little  recog- 
nition of  the  sheer  difficulty  of  the  current 
conflicts  in  which  the  UN  is  requested  to  in- 
tervene; it  fails  to  acknowledge  the  reluc- 
tance of  states  to  get  deeply  involved  in 
dangerous  situations  far  from  home. 

There  is,  however,  great  difficulty  in 
transferring  these  responsibilities  to  regional 
organisations  in  Europe,  such  as  OSCE, 
NATO  and  WEU,  because  of  their  awkward 
decision- making  processes.  Regional  institu- 
tions are  either  too  weak  or  their  Member 
States  too  close  to  the  hot  spots  historically, 
politically  or  geographically  to  take  effective 
action.  The  idea  of  regional  security  com- 
missions, crystallising  the  common  security 
denominators  of  existing  regional  organisa- 


tions while  linking  them  to  the  UN,  may  help 
catalyse  the  evolution  of  regional  responsi- 
bilities and  means  of  conflict  resolutions 
(John  Lunn,  1993). 

Most  conflicts  now  involve  elements  of 
civil  war  or  inter- ethnic  struggle  rather  than 
inter- state  conflicts  which  the  UN  was  estab- 
lished to  tackle.  Moreover,  there  is  limited 
agreement  among  the  major  powers  about 
the  basis  of  international  security  and  a 
limited  shared  interest  in  ensuring  that  inter- 
national norms  are  effectively  implemented. 
In  consequence,  it  is  suggested  that  there  are 
advantages  in  the  form  of  authorised  milita- 
ry action  by  group  of  states  rather  than  com- 
ing under  direct  UN  command.  There  is  a 
tendency  for  the  UN  and  its  member-states 
to  rely  on  economic  sanctions  and  on  meth- 
ods of  limited  involvement,  including  peace- 
keeping and  humanitarian  operations.  There 
may  have  to  be  more  willingness  to  take 
decisive  action,  even  setting  up  "trustee- type 
administrations".  (Adam  Roberts,  1993:  5) 
There  is  no  prospect  of  a  general  system  of 
collective  security  supplanting  existing  stra- 
tegic arrangements. 

The  dilemma  the  UN  is  now  facing  is  that 
the  Secretary  General  has: 

"  to  try  to  ensure  that  peace- keepers  are  not  deployed 
in  conditions  where  failure  is  likely;  on  the  other 
hand,  he  has  to  avoid  appearing  so  cautious  as  to 
create  doubts  about  the  real  usefulness  of  the  United 
Nations  or  provide  a  pretext  for  Member  State  to 
return  to  the  bad  old  ways  of  unilateral  mlitary 
action. 

This  is  not  a  responsibility  which  the  Secretary  Gen- 
eral should  be  asked  to  bear  alone.  The  power  of 
decision  in  these  matters  rests  with  the  Security 
Council.  It  is  important  that  the  members  of  the 
Council  should,  if  necessary,  stand  up  to  the  clam- 
our of  domestic  or  regional  pressures  and  take  care 
to  satisfy  themselves  in  advance  that  conditions  do 
really  exist  for  a  proposed  peace-keeping  operation 
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to  succeed."  [Marrack  Goulding,  The  Evolution  of 
United  Nations  Peace- keeping,  International  Af- 
fairs 69,  no.  3  (July  1993):  17,  note  3J. 

The  UN  may  have  to  realise  that  distant 
control  of  strife-torn  provinces,  by  means 
such  as  sanctions,  arms  embargoes  and  —  re- 
cently ~  air  exclusion  zones,  with  low  risks 
of  casualties,  indeed,  is  hazardous,  and  there 
is  a  high  price  to  pay  for  attempting  to  bring 
about  peace  in  such  places. 

The  UN  has  been  given  three  succinct 
tasks  in  Bosnia:  to  get  relief  support  to  civil- 
ians caught  up  in  this  internal,  barbarous 
war;  to  protect  UN  declared  "safe  areas", 
including  Serajevo  and  the  enclaves  in  east- 
ern Bosnia;  and  to  help  broker  a  peace. 
Some  have  rightly  argued  that  this  amounts 
to  mission  impossible,  that  there  is  a  huge 
discrepancy  between  declared  aims  and 
available  means  (Sverre  Lodgaard,  1993:  9): 

•  When  the  Bosnian  deputy  prime  minister 
was  killed  the  UN  provided  escort  for  him, 
but  did  not  protect  his  life.  He  was  identi- 
fied by  Serbian  troops,  taken  out  of  the 
car  and  shot  before  the  eyes  of  the  UN 
forces,  who  did  not  interfere.  Strict 
adherence  to  traditional  rules  of  engage- 
ment does  not  necessarily  make  much 
sense  in  the  complex  circumstances  of  in- 
ternal fighting  and  its  corollary  of  down- 
right murder  and  destruction  and  mass 
eviction. 

•  When  the  Security  Council  declared  six 
Bosnian  cities  safe  areas,  the  Secretary 
General  made  an  estimate  of  what  it 
would  take  to  turn  the  declaration  into 
reality.  The  Council,  however,  was  not 
prepared  to  make  the  additional  deploy- 
ments that  were  required  to  support  Bos- 
nia's Muslims,  the  chief  victims.  Thus, 
UNPROFOR  never  had  the  troops  nor  the 


weapons  to  protect  them.  When  the  UN 
decided  that  it  could  not  do  the  job  with- 
out help  from  the  NATO  warplanes,4  the 
Bosnian  Serbs  treated  UNPROFOR  as  an 
enemy,  not  a  mediator.  Hence,  these  cities 
remain  among  the  most  dangerous  areas 
in  Bosnia.5  Whether  the  Bosnian  Serbs 
will  really  be  intimidated  by  the  UN's 
Rapid  Reaction  Force  proposed  by  the 
United  Kingdom  and  France,  whose 
10,500  British,  French  and  Dutch  troops 
will  be  equipped  with  artillery,  armoured 
vehicles  and  attack  helicopters  —  is 
unclear.  It  will  be  under  the  command  of 
UNPROFOR' s  generals,  yet  its  helmets 
will  be  green,  and  its  vehicles  will  be 
camouflaged,  not  UN- white.  (Economist, 
15  July  1995:  12). 

•  When  the  UN  helps  negotiate  and  imple- 
ment peace  agreements,  either:  (1)  all  par- 
ties have  "igned  in  good  faith,  the  UN  hav- 
ing fair  intelligence  and  good  reason  to  be- 
lieve that  they  are  all  sincere;  or  (2)  this  re- 
mains doubtful,  in  which  case  the  UN 
should  have  some  significant  capability  to 
enforce  agreed  provisions.  If  agreements 
that  the  UN  has  helped  negotiate  are  being 
neglected  or  undermined  by  parties  to  the 
same  agreements,  or  actively  used  for  pur- 
poses contrary  to  agreed  objectives  with- 
out the  UN  being  in  a  good  position  to  res- 
pond, good  opportunities  for  conflict  set- 


4The  NATO  warplanes  that  conducted  the  offensive 
mission  were  controlled  by  a  Euro-NATO  E-3  in  orbit 
over  the  Adriatic. 

'Srebrenica  fell  into  Bosnian  Serbs'  hands  on  1 1  July 
1995.  The  Dutch  UN  soldiers  proved  impotent  to  halt 
the  Serb  advance.  Their  impotence  triggered  the  biggest 
single  exodus  of  refugees  in  the  three-year  old  Bosnian 
war.  Zepa  was  next  arid  Gozarde  will  be  next  unless  the 
French  initiative  of  a  multilateral  line  of  defence  or  the 
much  talked-about  Rapid  Reaction  Force  will  be  organ- 
ised. 
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tlement  are  likely  to  be  lost  and  respect  for 
the  Organisation  undermined.  From  this 
point  of  view  the  Secretary  General's  re- 
quest for  better  military  means  of  enforce- 
ment fully  is  justified. 

Perhaps,  collective  security  in  the  present 
post-Cold  War  setting  should  not  be  con- 
sidered as  a  general  system  of  international 
security,  but  rather  as  a  form  of  action  that 
is  mobilised  occasionally  in  such  cases  as  in- 
dicated above.  And  perhaps,  it  could  over- 
come the  growing  discrepancy  between  de- 
clared aims  and  available  means. 

What  we  know  now  is  that  the  war  in  Yu- 
goslavia since  mid- 1991  was  initiated  by  the 
aggressive  action  of  the  Serbian  leadership 
under  Slobodan  Milosevic  and  that  it  was  the 
Serb  troops  and  the  Serb  militias  in  Croatia 
who  started  the  severe  acts  of  violence 
(although  such  atrocities  were  also  com- 
mitted by  the  Croat  and  Bosnian  Moslem 
units  against  civilians  and  prisoners).  What 
motivated  the  tragedy  in  Yugoslavia  was  the 
militant  policy  adopted  by  Belgrade  in  pur- 
suit of  its  Greater  Serbia  aspirations.  (Paul 
Lendavi,  1995:  79). 

Many  observers  argue  that  if  firm,  collec- 
tive military  action  had  been  taken  in  1991, 
at  the  time  of  the  first  Serb  offensive  in 
Croatia  and  the  shelling  of  Dubrovnik  took 
place,  subsequent  developments  might  have 
been  much  less  malign  that  they  actually 
evolved.  Military  action  may  have  made 
sense  at  that  initial  stage;  later,  sensible  use 
of  military  use  became  increasingly  difficult 
to  imagine.  (Lodgaard,  1993:  8-9) 

The  possibility  that  has  been  opened  up 
in  the  past  few  years  is  not  of  a  completely 
new  system  of  collective  security.  Rather,  it 
is  that  of  a  coexistence  of  unilateral,  alliance- 


based,  region-based  and  UN-based  uses  of 
force  in  the  various  circumstances  in  which 
force  has  traditionally  been  deployed. 
(Adam  Roberts,  1993:  28)  In  this  context, 
many  problems  can  be  addressed  more  satis- 
factorily than  before,  and  there  have  been 
significant  developments  in  the  multilateral 
training  and  use  of  armed  forces.  However, 
some  conflicts,  especially  communal  ones 
such  as  in  the  case  of  Somalia  and  perhaps 
Bosnia,  seem  to  look  resistant  to  UN  treat- 
ment. 
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The  Challenge  of  Creating 
a  Civil  Society  in  Indonesia* 

Michael  Leifer 


IT  should  be  understood  from  the  outset, 
that  the  concept  of  a  civil  society  is  one 
that  exists  at  the  level  of  political  ideals 
and  not  as  a  perfect  working  model  of  polit- 
ical practice  which  is  suitable  for  application 
to  all  societies  at  all  times.  Indeed,  in  prac- 
tice, many  states  which  may  be  represented 
as  exemplars  of  a  civil  society  tend  only  to 
approximate  to  the  ideal  rather  than  fulfill 
all  of  its  conditions.  The  concept  of  a  civil 
society  is  a  powerful  symbol,  however.  It 
stands  for  human  freedom  and  dignity  and 
the  right  not  to  be  subject  to  political  oppres- 
sion which  is  a  universal  human  aspiration, 
not  one  confined  to  a  particular  continent  or 
culture. 

Historically,  civil  society  is  a  concept  that 
originated  in  a  European  contect  concurrent 
with  the  emergence  of  the  notion  of  moder- 
nity involving  the  application  of  reason  in 
the  interest  of  human  improvement  and  pro- 
gress. It  registered  a  belief  in  the  ability  of 
man  to  become  the  master  of  his  own  des- 
tiny. It  was  the  product  of  scientific  discov- 
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by  CSIS  and  The  Jakarta  Post,  Jakarta,  October  17, 
1995. 


ery  and  the  industrial  revolution  and  in  intel- 
lectual terms  is  regarded  as  one  of  the  pro- 
ducts of  the  Eighteenth  Century  "Enlight- 
enment" which  marked  a  fundamental  jump 
in  philosophical  ideas.  The  initial  revelation 
spawned  by  the  enlightenment  and  stimul- 
ated by  the  intoxicating  experience  of  the 
French  Revolution  was  followed,  however, 
by  a  salutary  experience  of  terror,  dictator- 
ship and  empire  which  was  responsible  in 
part  for  the  genesis  of  the  Marxist  alternative 
which  has  only  recently  been  totally  discre- 
dited long  after  its  own  experience  of  terror, 
dictatorship  and  empire.  Indeed,  it  is  in  the 
context  of  the  failure  of  Marxism  to  provide 
for  human  progress  and  dignity  that  the  no- 
tion of  a  civil  society  has  revived  and  has  re- 
appeared in  the  political  lexicon  attracting 
great  interest  in  Eastern  Europe  in  particular 
and  in  other  parts  of  the  world  as  well  as 
generating  debate  over  whether  it  is  appro- 
priate and  even  arrogant  for  Western  polit- 
ical traditions  to  be  translated  to  and  applied 
in  countries  which  have  different  political 
cultures.  Indeed,  when  one  thinks  back  to 
the  facile  way  in  which  it  was  taken  for 
granted  that  Westminster  or  Washington 
models  of  government  could  be  transplanted 
without  great  difficulty  in  the  wake  of  de- 
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colonisation,  it  is  only  too  apparent  why 
there  should  be  caution  in  applying  this  polit- 
ical ideal  of  Western  provenance. 

Whatever  the  reservations  of  context, 
civil  society  is  about  pluralism  and  the  free- 
dom to  associate  and  choose  in  political 
terms  and  choice  is  the  essence  of  personal 
and  political  freedom.  The  most  succinct  de- 
finition of  civil  society  which  I  have  come 
across  may  be  found  in  a  recent  book  by 
Professor  Ernest  Gellner  entitled  "The  Con- 
ditions of  Liberty".  He  defines  a  civil  society 
as  one  that  contains  that  set  of  diverse  non- 
governmental institutions  which  is  strong 
enough  to  counterbalance  the  state  and, 
while  not  preventing  the  state  from  fulfilling 
its  role  of  keeper  of  the  peace  and  arbitrator 
between  major  interests  can  nevertheless  pre- 
vent it  from  dominating  and  atomizing  the 
rest  of  society.  Another  way  of  putting  it 
would  be  to  suggest  that  a  civil  society  is  one 
where  the  rights  of  individuals  and  groups  to 
organise  within  the  law  but  free  of  state  cor- 
porate intervention  are  fully  protected. 

The  question  may  be  legitimately  asked: 
what  has  all  this  got  to  do  with  Indonesia, 
especially  as  its  people  are  celebrating  the  fif- 
tieth anniversary  of  the  proclamation  of 
their  independence  which  they  achieved 
through  their  own  revolutionary  struggle. 
Why  should  a  concept  which  is  of  European 
provenance,  and  which  appeared  first  in  the 
title  of  a  book  written  by  an  eighteenth  cen- 
tury Scottish  philosopher  called  Adam  Fer- 
guson, have  any  bearing  on  how  Indonesians 
order  their  political  system,  especially  when 
they  have  enjoyed  over  a  quarter  of  a  cen- 
tury of  stability  which  has  been  responsible 
for  remarkable  economic  achievement  and 
an  enhanced  international  standing. 

The  answer  to  the  question  lies  partly  in 
that  very  economic  achievement  which  has 


been  responsible  for  generating  an  attendant 
social  change,  including  the  emergence  of  a 
small  but  growing  educated  and  sophistic- 
ated urban  middle  class  who  want  to  have 
greater  account  taken  of  their  interests  by  a 
government  which  is  not  used  to  the  kind  of 
constant  application  of  checks  and  balances 
to  be  found  in  Western  political  practice.  In 
other  words,  as  one  commentator  has  noted: 
"economic  consumers  now  seek  to  become 
political  consumers".  Evidence  of  demands 
from  this  relatively  new  and  growing  consti- 
tuency may  be  found  in  the  phenomenon  of 
Non-Government    Organisation  (NGO) 
which  has  been  replicated  in  other  parts  of 
industrialising  East  Asia.  It  is  important  to 
take  full  cognizance  of  that  NGO  phenom- 
enon which  focuses  on  issues  which  may  not 
necessarily  seem  to  be  of  political  signif- 
icance but  which  almost  invariably  touch  on 
matters  of  °onflict  of  interests  which  is  the 
stuff  of  politics.  Its  advent  may  have  been 
inspired  by  Western  example  but  its  ap- 
pearance, expansion  and  activism  over  a 
wide  range  of  social  and  politically- related 
issues  has  been  a  product  of  local  circum- 
stances anJ  initiative,  especially  the  funda- 
mental social  changes  which  have  been  in- 
duced by  rapid  and  successful  economic  de- 
velopment. It  has  been  engendered  also  by 
the  negative  aspects  of  rapid  economic  de- 
velopment affecting  the  countryside  as  well 
as  the  towns.  To  that  extent,  political  con- 
sumerism has  spread  beyond  the  middle- 
class. 

It  is  of  interest  to  note  that  a  recent  study 
of  the  nature  and  activities  of  NGOs  in  Asja 
Pacific  and  published  in  the  region  is  entitled 
"Emerging  Civil  Society".  It  should  be  noted 
also  that  in  the  case  of  Indonesia,  the  num- 
ber of  NGOs  has  been  estimated  as  up  to  six 
thousand.  The  NGO  phenomenon,  which 
encompasses  a  diversity  of  interests,  should 
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be  understood  as  a  symptom  of  a  process  of 
change  as  much  as  an  agent  for  change. 
Moreover,  the  clock  cannot  be  put  back  on 
the  kind  of  social  change  generated  by  such 
successful  economic  development  of  the 
kind  which  has  been  an  important  part  of  the 
Indonesian  experience.  The  goal  of  sustained 
economic  development  continues  to  be  up- 
held by  Indonesia's  government  in  the  na- 
tional interest.  And  to  the  extent  that  its 
momentum  is  maintained,  the  effect  will 
almost  certainly  reinforce  the  process  of  so- 
cial change  which  I  have  identified  with  at- 
tendant  political   consequences.    In  that 
respect,  Indonesia  is  going  to  have  to  face  up 
to  the  political  outcome  of  its  own  economic 
success  which  is  an  example  of  the  old  adage 
that  for  every  solution  there  is  a  problem.  In 
such  changing  circumstances,  old  established 
political  formulae  may  not  be  enough  to 
sustain  the  stability  which  is  essential  to 
underpin  continuing  improvement  in  social 
welfare  which  is  an  important  basis  of  the 
legitimacy  of  government. 

The  second  answer  to  the  question  also 
lies  in  Indonesia's  experience  and  in  this 
respect  there  is  an  interesting  comparison 
with  Europe,  even  though  there  are  impor- 
tant cultural  differences  which  need  to  be 
noted  and  respected.  In  addressing  the  con- 
cept of  civil  society,  we  are  really  talking 
about  the  degree  of  political  choice  and  de- 
mocratisation  suitable  for  different  and 
diverse  countries.  In  the  case  of  the  West, 
political  tradition  has  placed  great  emphasis 
on  the  rights  of  the  individual  in  the  context 
of  successful  historical  challenges  to  royal 
absolutism  and  dynastic  succession  once 
justified -in  terms  of  a  divine  right  to  rule. 
The  argument  for  democracy  as  it  emerged, 
for  example,  during  what  is  known  as  the 
•English  Revolution  in  the  Sevententh  Cen- 
tury when  the  Republican  Roundheads 


triumphed  over  the  Royalist  Cavaliers,  was 
based  on  the  assumption  that  all  men  and 
women  were  created  equal  in  the  sight  of 
God.  To  that  extent,  they  were  entitled  to  a 
say  in  decisions  which  affected  their  every- 
day lives  and  those  of  their  families.  The 
legitimacy  or  moral  authority  of  govern- 
ments which  are  part  of  that  tradition  has  its 
origins  in  that  assumption. 

There  have  been  strong  challenges  of  late 
to  that  interpretation  of  democracy  on  the 
grounds  that  in  East  Asia  the  long-standing 
tradition  is  quite  different.  It  is  said  to  be 
one  of  respect  for  authority  with  the  in- 
dividual under  a  powerful  obligation  to  the 
family,  group  or  society  by  contrast  with  the 
West  where  the  individual  tends  to  be  the 
centrepiece  of  a  democracy  which  has  been 
designed  to  disempower  government.  What 
is  at  issue  here  is  the  appropriate  balance  be- 
tween the  rights  of  the  individual  and  those 
of  the  state.  In  the  case  of  Indonesia,  the 
challenge  of  creating  a  civil  society  relates 
to  shaping  the  appropriate  balance  between 
the  rights  of  the  individual  and  those  of  the 
state  in  the  context  of  social  change  without 
prejudicing  the  understandable  requirement 
to  uphold  political  order. 

That  said,  respect  for  the  rights  of  in- 
dividuals may  not  be  so  alien  to  Indonesian 
political  tradition  as  might  be  inferred  from 
the  argument  about  the  different  emphasis 
placed  on  such  rights  in  so-called  East  Asia 
compared  to  the  European  tradition.  In- 
deed, a  basjs  for  such  rights  may  be  iden- 
tified in  a  parallel  doctrine  to  that  of  civil 
society,  namely  the  state  philosophy  of  Pan- 
casila  which  pivots  on  the  obligation  of  every 
Indonesian  to  believe  in  a  single  deity.  In  the 
case  of  the  single  supreme  God  in  which  In- 
donesians are  enjoined  to  believe,  particular- 
ly if  they  are  Muslims  or  Christians,  both  of 


CIVIL  SOCIETY  IN  INDONESIA 


357 


these  religions  are  based  on  the  notion  of  a 
community  of  equal  believers.  All  such  equal 
believers  are  said  to  find  the  same  quality  of 
grace  in  God's  sight  and  deserve  correspon- 
ding respect  from  government.  Pancasila 
also  imposes  important  obligations  on  the 
state  beyond  the  provision  of  respect  for  reli- 
gious pluralism,  including  social  justice  and 
democracy   which   share  corresponding 
assumptions.  It  is  possible  to  argue,  there- 
fore, that  Indonesia  in  its  state  philosophy 
shares  the  same  underlying  assumption  of 
the  English  democratic  revolution  which  was 
based  on  the  belief  that  men  and  women  are 
created  equal  in  the  sight  of  God.  Indeed, 
Pancasila  may  be  described  as  the  Indone- 
sian expression  of  the  concept  of  a  civil 
society. 

To  that  extent,  it  is  possible  to  suggest 
that  the  concept  of  a  civil  society  is  not  total- 
ly alien  to  Indonesian  values  and  that  it  is 
not  a  doctrine  which  is  being  imposed  from 
outside  arising  from  the  nature  of  the  end  of 
the  Cold  War.  It  is,  of  course,  well  under- 
stood that  the  attempt  by  the  Clinton  Ad- 
ministration to  apply  a  new  doctrine  of 
enlarging  market  democracies  in  place  of  the 
defunct  one  of  the  containment  of  interna- 
tional communism  was  received  with  some 
skepticism  in  South-East  Asia  as  a  devious 
attempt  to  impose  conditions  for  aid  and 
trade.  However,  the  content  and  ideals  of 
Pancasila  are  not  the  constructs  of  an  alien 
Western  mind.  They  constitute  standards 
which  relate  to  human  dignity  which  are  en- 
trenched in  the  Indonesian  constitution  and 
Indonesian  governments  will  be  judged  in 
Indonesia  by  the  extent  to  which  they  are 
upheld. 

Without  seeking  to  give  offer  gratuitous 
advice,  I  would,  nonetheless,  like  to  identify 
three  related  problems  which  would  seem  to 


this  arise  in  seeking  to  create  a  civil  society  in 
the  Indonesian  version  and  which  Indone- 
sians might  address: 

1)  One  fundamental  challenge  or  obstacle 
would  seem  to  arise  from  the  very  roots 
of  the  current  political  order  which  has 
been  responsible  for  such  remarkable  eco- 
nomic success.  The  New  Order  was  es- 
tablished out  of  political  and  economic 
chaos  and  decay  in  the  context  of  a  sub- 
versive challenge  with  an  external  dimen- 
sion which  required  placing  a  high  pre- 
mium on  security  defined  in  terms  of  in- 
ternal threat  to  the  identity  of  the  state. 
Not  only  was  it  deemed  necessary  to  de- 
fine and  address  security  in  terms  of  the 
restoration  of  order  but  with  the  impor- 
tant change  of  national  and  international 
priorities  it  was  deemed  necessary  also  to 
conceive  of  security  as  a  critical  precon- 
dition to  economic  development  itself 
seen  as  the  key  to  future  stability.  To  that 
end,  political  activity  was  strictly  con- 
trolled and  with  some  justification.  That 
strictness  has  been  modified  over  time  but 
only  up  to  a  point. 

It  is,  of  course,  well  understood  that 
democracy  underpinned  by  a  civil  society 
is  not  only  an  ideal  goal  but  it  is  also  a 
politically  intoxicating  potion  Democracy 
in  its  plural  form  engenders  strong  debate 
and  contention  and  is  therefore  capable 
of  causing  divisions  within  society  which 
can  be  destructive,  especially  if  there  are 
preexisting  religious  and  communal  dif- 
ferences which  can  be  easily  inflamed. 
Without  seeking  to  apportion  blame  for 
shortcomings  in  the  role  of  the  United 
Nations  and  any  individual  states  in  the 
conflicts  in  former  Yugoslavia,  the 
human  tragedy  there  arising  from  acute 
religious  and  cultural  tensions  which  have 
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their  roots  deep  in  history  is  only  too  ap- 
parent and  a  salutary  lesson  for  all  coun- 
tries with  human  diversity  contained 
within  their  bounds.  Indonesia's  goal  has 
been  that  of  unity  in  diversity  since  in- 
dependence and  national  experience  par- 
ticularly during  the  course  of  the  1950s 
served  to  point  up  the  problems  of  ful- 
filling that  ideal  aspiration.  It  is  under- 
standable, therefore,  for  any  government 
in  Jakarta  to  continually  bear  in  mind  its 
heavy  responsibility  for  upholding  the 
cohesion  and  integrity  of  the  state.  More- 
over, there  is  also  the  thought  that  the 
educated  middle  class,  however,  noble  in 
intentions,  are  a  privileged  section  of 
society  and  that  government  has  to  look 
well  beyond  that  limited  constituency  in 
fulfilling  its  national  responsibilities. 
In  that  respect  and  bearing  in  mind  the 
origins  and  priorities  of  the  New  Order, 
then  one  obstacle  to  civil  society  is  the  ex- 
tent to  which  a  political  approach  re- 
quired at  one  historical  juncture  is  main- 
tained intact  despite  deep-seated  eco- 
nomic and  social  change.  A  long-standing 
concern  with  a  set  political  order  based 
on  a  culture  of  security  arising  from  In- 
donesian circumstances,  which  has  en- 
couraged depoliticalisation  in  the  interest 
of  a  related  stability  and  economic  de- 
velopment, is  one  evident  obstacle  to  the 
measure  of  progressive  political  relaxa- 
tion which  would  serve  the  objects  of 
a  civil  society.  To  that  extent,  the  ideal 
virtues  of  a  civil  society  may  be  seen  to 
represent  not  only  a  step  into  the  political 
unknown  but  also  one  which  taken  may 
be  difficult  to  retrace  should  the  state 
run  into  difficulty. 

2)  Closely  related  to  the  question  of  the  pre- 
servation of  political  order  so  as  to  avoid 


the  release  of  primordial  and  other  de- 
structive social  forces  and  to  underpin 
economic  priorities,  there  is  the  sensitive 
matter  of  corporate  entitlement.  We  all 
know  full  well  the  circumstances  in  which 
the  doctrine  of  dwi  fungsi  was  conceived, 
developed  and  applied.  Its  origins  go 
back  to  the  time  of  national  revolution 
when  the  judgement  was  made  that  the 
political  leadership  of  the  Republic  had 
compromised  its  ideals  in  too  readily 
bowing  to  Dutch  force  majeure.  From 
that  moment,  the  view  was  born  that 
politics  was  too  serious  a  matter  to  be  left 
to  politicians  and  the  Indonesian  political 
system  has  reflected  such  a  view.  Dm 
fungsi  has  evolved  over  time  but  it  exists 
in  essence  as  a  prerogative  and  privileged 
status.  At  issue,  however,  is  to  what  ex- 
tent can  such  a  status  be  maintained  and 
justified  with  the  kind  of  social  change 
that  comes  with  strong  economic  devel- 
opment. That  is  not  for  me  to  say  but  for 
Indonesians  to  debate  among  themselves. 
Some  observers  have  argued  that  the  ex- 
tent to  which  any  armed  forces  devotes 
itself  unduly  to  political  activity,  then 
there  is  a  strong  of  its  professional  com- 
petence and  military  role  being  under- 
mined as  a  consequence.  Moreover,  to 
the  extent,  that  a  political  role  is  sus- 
tained beyond  historically  appropriate 
circumstances,  then  the  national  standing 
of  the  institution  may  itself  be  damaged 
particularly  if  the  popular  view  emerges 
that  what  is  being  protected  is  corporate 
privilege  rather  than  national  interests. 
However,  it  may  be  justified,  the  concept 
of  dwi  fungsi  is  based  on  a  prerogative 
role  which  is  not  easy  to  reconcile  with 
the  notion  of  a  civil  society.  As  I  have 
said,  that  is  a  subject  for  Indonesians  to 
debate  among  themselves.  Their  very 
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ability  to  debate  it  constructively  will  be 
one  indicator  of  the  prospects  for  a  civil 
society. 

3)  Another  sensitive  subject  is  that  of  polit- 
ical succession  which  has  to  be  faced  by 
all  governments  of  mortal  men.  It  is  no 
secret  that  Indonesia  has  had  only  one 
experience  of  such  fundamental  political 
change  and  that  was  highly  traumatic. 
There  is  a  conventional  wisdom  which 
would  argue  strongly  that  in  order  for 
such  change  to  take  place  in  the  fullness 
of  time  in  an  orderly  way  so  that  the 
achievements  of  the  decades  of  stable 
government  are  not  prejudiced  then  the 
Pandora's  box  of  political  excitement 
ought  not  to  be  opened  up.  In  that  way,  a 
volatile  open  political  process  would  be 
avoided. 

How  the  process  of  change  is  managed 
ultimately  is  again  a  problem  for  Indone- 
sians to  solve  but  the  concurrence  of  that 
problem  with  continuing  significant  social 
change  may  well  mean  that  a  choice  will  have 
to  be  made  between  conceding  and  contain- 
ing demands  for  a  more  civil  society  in  the 
interest  of  stable  political  order. 

In  addressing  some  of  the  reasons  why 
civil  society  may  have  to  be  subordinated  to 
other  priorities,  there  is  a  danger,  however, 
of  failing  to  recognise  the  degree  of  social 
change  which  has  been  the  experience  of  In- 
donesia during  the  past  three  decades  and 
well  as  the  change  at  the  global  level  which 
has  discredited  the  Marxist  model  of  political 
economy  and  which  has  undermined  its  at- 
tractiveness for  dissidents  groups.  Com- 
munism has  not  only  failed  as  a  political 
system  but  also  as  a  model  of  political 
economy  which  is  why  it  is  possible  to  be 
somewhat  confident  about  its  loss  of  appeal 
and  diminished  threat  to  national  security. 


Conclusion 

I  would  add  by  way  of  conclusion,  that 
one  overall  challenge  to  the  realisation  of  an 
Indonesian  version  of  civil  society  to  suit  and 
serve  Indonesian  circumstances  is  whether  or 
not  government  continues  to  address  issues 
of  the  Twenty  First  Century  in  terms  of  a 
particular  traumatic  defining  experience  of 
the  mid- Twentieth  Century.  A  failure  to 
revise  ideas  and  concepts  which  were  appro- 
priate and  necessary  to  the  conditions  of 
stability  and  economic  success  at  an  earlier 
historical  juncture  could  give  rise  to  unanti- 
cipated political  difficulties  particularly 
when  a  new  generation  of  political  leaders  is 
obliged  to  assume  the  heavy  responsibility 
for  steering  the  Indonesian  ship  of  state  in  a 
changing  social  context.  To  that  extent,  the 
notion  of  openness  which  has  become  the 
code-word  for  democratisation,  also  lends 
itself  to  debate.  It  has  been  interpreted  as  re- 
quiring responsibility,  which  is  understand- 
able. However,  there  is  a  sense  in  Which  that 
responsibility  is  deemed  to  be  owed  only  by 
the  practitioners  of  openness  to  government, 
whereas  there  is  a  danger  of  neglecting  a  cor- 
responding obligation  on  the  part  of  govern- 
ment to  its  citizens  to  provide  a  credible 
form  of  accountability.  There  is  a  danger  of 
governments  assuming  a  fixed  mind- set,  so 
that  the  very  phenomenon  of  opposition 
which  is  one  dimension  of  the  concept  of 
civil  society  may  be  perceived  in  terms  of  dis- 
loyalty to  the,  state  and  even  incompatible 
with  the  virtues  of  Pancasila. 

The  very  idea  of  loyal  opposition  may 
seem  unduly  Western  and  alien  to  Indone- 
sian culture  and  circumstances  and  I  am  not 
recommending  it.  But,  the  great  danger  is 
that  the  very  process  of  conceiving  of  polit- 
ical choice  and  oppositioiTrn  negative  terms 
may  give  rise  to  a  self-fulfilling  prophecy 


360 


THE  INDONESIAN  QUARTERLY,  XXIII/4 


with  adverse  consequences  for  political  order 
by  encouraging  the  very  disloyalty  which  the 
government  seeks  to  prevent.  Even  more  so 
is  the  danger  of  assuming  that  new  genera- 
tions of  Indonesians  are  not  capable  of 
understanding  the  responsibilities  as  well  as 
the  rights  which  obtain  under  the  general 
rubric  of  civil  society.  Indeed,  it  would  seem 
appropriate  to  point  out  during  this  period 
of  commemoration  of  the  fiftieth  anniver- 
sary of  independence,  that  one  of  the  argu- 


ments advanced  for  denying  independence, 
and  not  only  to  Indonesians,  was  that  the 
people  of  the  colonised  country  were  not 
ready  to  assume  their  responsibilities  but  re- 
quired continuing  tutelage.  It  would  be  a  ter- 
rible irony,  if  fifty  years  after  the  proclama- 
tion of  Indonesia's  independence,  Indone- 
sians were  to  be  denied  greater  political 
emancipation  on  the  basis  of  a  similar  argu- 
ment to  that  once  employed  by  the  former 
colonial  power. 


Tax  Structure  and  Policies 
in  Developing  Countries* 

Sri  Mulyani  Indrawati 


Introduction 

TAX  structure  and  policies  in  each 
country  depend  on  the  economic 
structure  and  diverse  economic,  so- 
cial, and  political  objectives  of  its  govern- 
ment. The  structure  of  tax  also  depends  on 
the  abilities  of  governments  to  use  tax  sys- 
tem. Economic  development  changes  the 
economic  structure,  the  aims  of  economic 
policy,  and  the  tax  structure.  In  practice,  the 
development  of  economy  changes  the  tax 
structure  to  be  more  dependent  on  the  direct 
taxes  and  increases  the  progressivity  of  the 
tax  system.  The  study  of  Hitiris  (1990)  shows 
that  the  tax  revenue  structure  display  high 
trade  tax  shares  and  low  income  tax  in  the 
group  of  low  income  countries,  while  for 
higher  income  countries  the  share  of  trade 
tax  falls  and  the  share  of  income  tax  rises. 
For  the  highest  income  countries,  the  share 
of  trade  tax  is  the  lowest,  while  the  share  of 
income  tax  is  the  highest.  The  heavy  reliance 
on  international  trade  tax  in  raising  revenue 
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is  associated  positively  with  the  relative  size 
of  foreign  trade  sector  and  negatively  with 
the  level  of  economic  development  (Corden, 
1974).  The  substitution  of  direct  (income) 
taxes  for  indirect  (trade)  taxes  reflects  the 
structural  change  in  the  economy  and  also 
social  and  political  trends  toward  redistribu- 
tion (Musgrave,  1969). 

Issues  in  Tax  Structure  and  Policies 

Shirazi  and  Shah  (1994)  stated  that  the 
main  characteristics  of  tax  structure  in  most 
of  developing  countries  are:  (a)  complex:  dif- 
ficult to  administer  and  comply  with;  (b)  in- 
elastic: non-  responsive  to  growth  and  dis- 
cretionary policy  measures;  (c)  inefficient: 
raise  little  revenue  but  introduce  serious  eco- 
nomic distortions;  (d)  inequitable:  treat  indi- 
viduals and  business  in  similar  circumstances 
differently;  and  (e)  unfair:  tax  administra- 
tion and  enforcement  are  selective  and 
skewed  in  favour  of  those  with  the  ability  to 
defeat  the  system. 

The  decade  of  the  early  1980s  when  re- 
cession hit  world  economy,  many  countries 
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were  facing  substantial  budget  deficit.  The 
problem  of  raising  budget  deficit  and  limita- 
tion to  further  cutting  on  its  expenditure  es- 
pecially on  public  investment  and  social 
spending  force  large  developing  countries  to 
restructure  their  tax  system.  The  objectives 
of  tax  reform  conducted  in  most  developing 
countries  are  mainly  to  increase  revenue,  to 
increase  economic  efficiency,  to  improve 
horizontal  equity,  and  introduce  simplicity 
in  the  tax  system. 

Major  issues  regarding  tax  policies  which 
is  most  common  to  be  found  in  developing 
countries  involved  tax  administration,  the 
design  of  Indirect  Taxes,  Taxation  of  For- 
eign Investment,  Resource  Taxation,  Finan- 
cial Taxation,  Distributional  Impact  of  Tax- 
ation, Qualitative  Tools  for  Tax  Policy 
Analysis,  and  the  impact  of  tax  policy  on 
economic  growth. 

Tax  Administration 

Tax  administration  plays  a  vital  role  in 
the  success  or  failure  of  any  attempt  to  re- 
form taxes.  Corruption  and  tax  evasion  are 
widespread  especially  in  developing  coun- 
tries, which  makes  more  than  a  half  of  all 
taxes  to  go  uncollected  (Bird,  1989).  The  de- 
sign of  tax  collection  systems  to  decrease 
corruption  and  evasion  mostly  failed,  which 
indicates  that  this  problem  is  very  structural 
(Gillis,  1989;  Bird,  1989;  Radian,  1980).  The 
main  reason  of  that  failure  is  that  most  tax 
systems  have  been  influenced  by  tax  systems 
in  developed  countries.  In  fact  tax  structure 
and  administration  are  interdependent  and 
should  be  considered  together. 

The  structural  problems  of  corruption 
and  evasion  in  tax  administration  of  devel- 
oping countries  raised  the  issue  of  privatisa- 


tion in  tax  collection.  The  privatisation  of 
tax  collection  is  choosing  the  relation  be- 
tween principal  (government)  and  agents. 
Two  extreme  relation  types  between  prin- 
cipal and  agents  are,  first,  ruler  can  contract 
out  all  the  activities  involved  in  tax  collection 
with  agents  who  remain  independent  entre- 
preneurs, and  second,  governments  create 
state  administration  that  employs  agents 
directly  on  fixed  salary  basis. 

Arguments  about  the  structural  problems 
of  tax  administration  fall  into  four,  i.e.  lack 
of  incentives,  lack  of  resources,  the  difficul- 
ty of  reform  and  innovation,  and  the 
absence  of  competition.  State  administration 
is  vulnerable  to  bribery  because  states 
typically  use  fixed  salaries  to  reward  their  tax 
administrators,  while  civil  service  rules  often 
limit  their  ability  to  increase  incentives.  State 
administration  also  limits  the  use  of  negative 
sanctions,  i.e.  it  is  difficult  to  dismiss  state 
officials  or  use  other  forms  of  sanctions  for 
poor  performance  or  for  committing  corrup- 
tion/bribery of  officials. 

A  second  important  problem  of  tax  ad- 
ministration is  lack  of  resource  which  leads 
to  inability  to  hire  enough  officials.  When 
the  ratio  of  officials  to  population  or  tran- 
saction is  too  low,  it  is  easier  for  taxpayers  to 
conceal  assets  and  evade  taxes.  Lack  of  re- 
sources also  leads  to  inability  to  provide  ade- 
quate salaries  to  all  officials.  Magana,  Lynn, 
and  Mendive  (1965).  Due  (1970),  and  Werlin 
(1979)  show  that  rhe  salaries  of  tax  officials 
especially  at  lower  levels  in  developing  coun- 
tries are  too  low,  resulting  in  high  corrup- 
tion. Poor  salaries  also  make  it  difficult  to 
recruit  qualified  officials  (Goode,  1984). 

The  third  general  problem  of  tax  ad- 
ministration is  the  difficulty  to  change  (re- 
form). The  reason  in  part  is  due  to  a  lack  of 
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resources,  since  new  systems  and  technolo- 
gies require  high  investment  cost  which  may 
not  pay  off  for  a  long  time.  Administrative 
rigidities  and  the  inability  to  reduce  corrup- 
tion and  evasion  have  caused  many  develop- 
ing countries  to  simplify  their  tax  system. 
According  to  Bird  (1990)  simplicity  is  the 
fundamental  rule  in  tax  reform  by  eliminat- 
ing unproductive  taxes,  minimising  differen- 
tial rates,  reducing  tax  arbitrage,  drafting 
the  law  clearly  and  communicating  both  to 
administrators  and  tax  payers,  focusing  on 
collecting  tax  revenue  and  not  using  tax 
system  to  achieve  non- fiscal  ends.  Monopoly 
position  of  state  administration  leads  to  inef- 
ficiency, and  privatisation  by  introducing 
different  organisation  forces  all  of  them  to 
become  more  efficient. 

Another  important  aspect  of  tax  ad- 
ministration is  the  ability  to  monitor.  Lack 
of  technologies  of  control  compounded  by 
limitation  on  communication,  transporta- 
tion, and  record- keeping  reduce  the  ability 
to  control  of  state  administration.  Further- 
more, most  developing  countries  rely  heavily 
on  indirect  taxes  which  make  the  ability  to 
monitor  to  be  even  reduced,  since  the  asset 
of  indirect  taxes  are  variable  and  mobile. 
The  data  problem  on  the  administration 
aspects  such  as  the  marginal  administrative 
cost  of  various  tax  measures  or  inspections 
impede  the  development  of  sound  economic 
aspect.  The  Philippine  case  indicates  that  the 
biggest  opportunity  for  increasing  tax  re- 
venues is  by  improving  tax  administration. 

The  Design  of  Indirect  Taxes 

The  design  of  indirect  taxes  affects  the 
ability  of  government  to  raise  revenues  with- 
out causing  major  economic  distortions. 
Value  Added  Tax  (VAT)  is  the  most  popular 


of  the  indirect  tax,  and  since  the  1960s  fifty- 
five  countries  adopt  VAT.  The  attractiveness 
of  the  VAT  is  its  ability  to  integrate  taxation 
of  services  with  the  taxation  of  goods,  and 
generating  revenues  with  less  administrative 
and  economic  costs. 

Ideally  the  VAT  should  be  applied  to  all 
consumer  goods  and  services  at  all  stages  of 
production  and  distribution.  However, 
many  countries  apply  VAT  at  different 
stages  of  production.  Most  countries  extend 
the  VAT  through  retail  stage,  excluding 
small  firms.  Some  countries,  such  as  Indone- 
sia, Morocco  and  Mauritius  apply  VAT  up 
to  wholesale  stage,  and  some  other  countries 
such  as  Cote  d'lvore  restrict  VAT  only  to  the 
manufacturing  and  importing  levels. 

Two  important  issues  concerning  the 
choice  of  coverage  of  a  VAT,  i.e.  what  stage 
of  prodU(.;ion  and  distribution  should  be 
taxed,  and  the  treatment  toward  small 
traders  and  farmers.  Inferring  from  litera- 
ture Gillis  (1985)  and  Due  (1990)  indicate 
that  it  is  better  to  extend  VAT  through  the 
retail  stage.  The  main  objection  of  this  sug- 
gestion is  that  usually  retail  stage  consist  of 
numerous  small  firms,  many  of  them  can  be 
categorised  as  the  informal  sector.  This  imp- 
ly wasteful  administrative  resource.  How- 
ever, the  best  VAT  coverage  should  be  all  the 
whole  production-distribution  process. 

It  is  better  to  add  criteria  based  on  the 
size  of  the  firm  tofxempt  small  firms  rather 
than  leaving  uncovered  the  retail  stage  which 
also  contains  medium  and  large  retailers. 
Covering  VAT  only  through  manufacture 
and  wholesale  would  raise  difficulty  in  defin- 
ing manufacturing,  treating  sales  at  different 
levels,  transfer  between  related  parties,  and 
the  problem  of  sole  distribution.  Many 
countries  use  straightforward  exemption  for 
small  firms  based  on  turnover,  number  of 
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employees,  and  type  of  trade. 

The  important  issue  regarding  treatment 
of  small  farmers  is  equal  to  those  of  small 
firms.  The  difference  between  the  two  is  that 
the  farmer  is  involved  in  production- distri- 
bution process  at  the  beginning,  while  retail 
is  at  the  end  process.  This  implies  that  if  tax 
credit  given  to  agricultural  inputs  cannot  be 
passed  on,  it  will  generate  uneven  tax-to- 
consumer  price  ratios  at  the  end  of  process. 
In  most  developing  countries  small  farmers 
and  their  products  are  simply  exempted. 

The  differentiation  rate  of  the  VAT 
should  also  be  kept  to  a  minimum.  It  has 
shown  in  some  studies  that  differentiated 
VATs  are  an  ill- targeted  and  administratively 
cumbersome  way  of  reducing  the  tax  burden 
on  the  poor  (Aggraval,  1995).  Although  the 
poor  spend  relatively  more  of  their  income 
on  food,  the  rich  in  absolute  value  spend 
twice  as  much  as  the  poor  on  food  by  buying 
more  expensive  and  better  quality  products. 
Hence  in  absolute  amount  the  rich  get  twice 
VAT  relief  than  the  poor.  Experience  in  de- 
veloping countries  indicates  that  approach  to 
assist  the  poor  is  simply  by  exempting 
original  products  of  agriculture,  animal 
husbandry,  horticulture,  fishing,  and  for- 
estry. The  better  way  to  assist  the  poor  is 
through  income  tax,  by  introducing  income 
maintenance  programs. 

The  basic  idea  of  VAT  coverage  is  to  ap- 
proximate the  VAT  liability  as  closely  as 
possible  without  spending  too  much  time 
and  effort  and  without  giving  too  much 
discretion  to  the  tax  office.  The  VAT  is  not 
as  simple  to  operate  as  the  excise  system.  It 
requires  literate  taxpayers  who  are  willing  to 
maintain  basic  account  and  tradition  of 
voluntary  compliance.  Countries  which  ap- 
ply VAT  in  conjunction  with  (complex)  ex- 
cise systems  should  re-examined  in  the  light 


of  widely  accepted  criteria  to  tax  neutrality 
and  administrative  feasibility. 

Taxation  of  Foreign  Investment 

The  role  of  Foreign  Direct  Investment  is 
considerably  important  for  most  of  develop- 
ing countries  to  support  economic  growth 
and  technological  transfer.  In  the  past  devel- 
oping countries  have  mixed  attitude  towards 
FDI  (Indonesia  in  1978;  Mexico,  1986).  To- 
day most  developing  countries  compete  with 
each  other  in  attracting  FDI,  among  other  by 
using  tax  incentives.  However,  it  is  recog- 
nised that  tax  incentive  alone  will  be  insuffi- 
cient to  attract  FDI,  other  factors  such  as 
home  country  tax  policy,  country  risk,  the 
credit  status  of  multinational,  and  regulato- 
ry frame  work  of  host  countries  are  also  im- 
portant in  affecting  FDI. 

Land  Taxation 

Most  government  in  developing  countries 
prefer  using  non-land  tax  instrument  to  gen- 
erate revenue  from  the  agricultural  sector. 
They  use  export  taxes,  marketing  board,  and 
overvalued  exchange  rate  instead  of  land  tax, 
because  of  the  difficulty  to  apply  land  taxes 
administratively  and  politically.  Further- 
more, land  taxes  is  flexible  according  to  in- 
stability of  agricultural  income. 

Study  by  Skinner  (1991)  shows  that  pro- 
gressive tax  rate  is  almost  impossible  to 
administer  using  the  Bangladesh  case  in 
which  the  top  rate  is  nearly  fifty  times  the 
minimum  rate,  while  in  fact  they  only  pay 
three  times.  Land  taxes  are  also  ineffective 
for  achieving  non  revenue  goals  such  as: 
transferring  resources  from  agricultural  to 
non-agricultural;  discouraging  inefficient  or 
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speculative  land  use;  assisting  land  reform; 
and  promotion  of  environmentally  sound 
land  management.  The  only  identified  ad- 
vantage of  land  taxes  is  to  support  local  gov- 
ernment budget  by  generating  revenue. 

Financial  Taxation 

Financial  market  is  very  important  for 
supporting  economic  development.  Most  de- 
veloping countries  tax  the  financial  sector 
lightly  because  of  its  vital  role  in  develop- 
ment. Chamley  (1991)  argues  that  the  im- 
plicit taxes  on  financial  market  is  different 
from  that  of  explicit  taxes.  Implicit  taxes  in- 
clude seigniorage,  reserved  requirement,  in- 
flation, and  lending  rate  at  non- market  rate. 
Chamley' s  study  indicates  that  most  of  ef- 
fective taxation  of  financial  institution  falls 
on  deposits.  Some  developing  countries  (In- 
donesia, Thailand)  used  to  waive  income 
taxes  from  deposit  interest  rate  in  order  to 
mobilise  domestic  saving  more.  Today  taxes 
on  deposit  interest  rate  is  commonly  found, 
especially  in  countries  in  which  financial 
assets  have  been  developed  and  stabilised. 
Chamley  found  that  the  higher  the  domestic 
inflation  rate,  the  stronger  the  correlation 
between  taxation  and  the  accumulation  of 
assets. 

Tax  and  Distribution 

The  standard  analysis  of  tax  incidence 
used  in  developed  countries  is  based  on  the 
behaviour  (elasticity)  of  demand  and  supply 
function  (Bowley  &  Stamp,  Pechman). 
Other  things  being  equal,  the  more  inelastic 
the  demand  the  greater  the  portion  of  the  tax 
paid  by  buyer,  while  the  more  inelastic  the 
supply  the  greater  the  portion  paid  by  the 
seller  (producers).  For  developing  countries 


nontax  policy  and  regulatory  environment 
are  totally  different  from  those  of  developed 
countries.  High  protection  (import  control), 
price  control,  black  market,  foreign  ex- 
change control  (ration)  and  credit  control 
are  common  to  developing  countries.  These 
situation  may  reversed  the  sign  and  change 
the  magnitude  of  tax  incidence  (Clarete, 
1991;  Shah  and  Whaley,  1990). 

Some  studies  of  tax  incidence  in  develop- 
ing countries  shows  the  following  results 
(Habito,  1984;  Kusumanto,  1990;  Boven- 
burg,  1987;  Indrawati,  1992;  Chowdury, 
1990;  Naqwi,  1990;  Qureshi,  1987;  McLure, 
1987;  Linn,  1980;  Bahl  and  Linn,  1985): 

1.  Uniform  rate  of  value  added  taxes  tends 
to  be  regressive.  The  degree  of  regressivi- 
ty  could  be  reduced  by  having  differential 
rates  for  different  commodities  and  ac- 
companied by  a  system  of  excise  taxes  on 
luxury  goods.  Those  studies  were  calcul- 
ated based  on  forward  shifting  principle 
and  on  the  expenditure  side  of  consump- 
tion. 

2.  Other  sales  taxes  such  as  manufacturer 
and  wholesale  taxes  have  the  similar  con- 
clusion as  VAT  based  on  forward  shifting 
analysis.  Many  countries  applying  fixed 
percentage  mark  up  to  price  show  that 
forward  shifting  does  not  occur. 

3.  Excise  taxes  show  the  same  result  based 
on  forward  shifting  analysis.  However, 
the  aggregate  excise  taxes  indicate  pro- 
gressive incidence,  while  specific  excise 
tax  such  as  alcohol/liquor,  and  tobacco 
indicate  regressive  incidence. 

4.  Import  duties  using  forward  shifting 
analysis  show  regressive  or  proportional 
incidence.  On  the  other  hand  export  taxes 
indicate  that  the  incidence  of  this  taxes 
falls  on  the  producer/ exporter  at  pro- 
gressive rate. 
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5.  Studies  of  the  incidence  of  personal  in- 
come in  developing  countries  show  pro- 
gressivity  results,  while  for  corporate  in- 
come taxes  the  results  show  regressive  in- 
cidence for  the  lowest  income  brackets, 
flat  incidence  for  the  middle  groups,  and 
progressive  incidence  for  the  higher 
group.  This  study  assume  50  per  cent 
shifting  forward  of  corporate  income 
taxes  to  consumers  and  another  50  per 
cent  borne  by  owners  of  capital. 

6.  The  overall  incidence  of  property  taxes  is 
found  to  be  progressive  in  most  develop- 
ing countries.  In  general  property  taxes 
on  owner  property  are  found  to  be  pro- 
gressive, whereas  the  rented  properties 
are  regressive.  For  agricultural  land  tax- 
es, the  usual  incidence  assumption  is  that 
taxes  on  large  farms  fall  on  land  owners 
and  taxes  on  small  farmers  increased 
marketable  surpluses,  resulting  in  decline 
in  agricultural  product  prices.  Study  on 
agricultural  land  tax  results  in  progressive 
incidence,  because  land  ownership  gener- 
ally concentrates  on  a  few  (rich)  people. 

It  is  interesting  to  see  that  the  implication 
of  difference  tax  incidence  in  developing 
countries  and  those  on  developed  countries 
may  lead  to  totally  different  tax  policies 
and  reform  for  developing  countries.  The 
stylised  World  Bank-IMF  package  of  tax  re- 
form to  be  implemented  in  developing  coun- 
tries consists  mainly  of  four  parts,  i.e.:  first, 
a  general  move  toward  the  reduction  of  trade 
taxes  and  trade  liberalisation  in  general.  Sec- 
ond, emphasis  on  production  and  consump- 
tion taxes  especially  through  VAT.  Third, 
movement  towards  reducing  personal  tax 
rates  and  reducing  the  number  of  income 
brackets.  Fourth,  encouragement  of  reduc- 
tions in  corporate  tax  rates  and  also  the 
granting  of  tax  incentive  to  foreign  invest- 
ment. The  whole  tax  reform  package  tend  to 


be  regressive  (World  Bank,  1988). 

The  fact  that  VAT  can  be  also  pro- 
gressive rather  than  regressive,  and  cor- 
porate tax  borne  by  foreign  treasuries  rather 
than  domestic  capital,  and  reduction  of  per- 
sonal income  taxes  can  have  opposite  in- 
cidence effect  because  of  less  evasion  and 
improved  administration,  and  the  regressive 
effect  could  be  reduced  through  bribery  and 
corruption.  All  these  facts  indicate  the  in- 
conclusiveness  of  the  tax  policy  design  espe- 
cially in  developing  countries.  These  topics 
are  expected  to  be  important  and  should  gain 
more  attention  on  tax  policy  formulation  in 
developing  countries. 

Tax  Policy  and  Economic  Growl h 

Conventional  multiplier  theory  suggests 
that  countries  with  lower  tax  rate  are  ex- 
pected to  grow  faster,  and  also  negative  tax 
rates/subsidies  stimulate  growth.  Empirical 
evidence  in  developing  countries  is  sparse. 
Trela  and  Whaley  show  that  for  the  Korean 
Economy,  tax  policy  contributes  modestly  to 
the  economic  growth,  but  contributes 
significantly  to  export  growth.  So  far  the 
study  tends  to  conclude  that  economic 
growth  is  more  affected  by  non  tax  policy. 

Conclusion 

Studies  of  tax  reforms  in  various  devel- 
oping countries  offer  some  important  les- 
sons regarding  policy  design  and  institu- 
tional development.  Four  main  lessons  can 
be  identified  (Shirazi  &  Shah,  1991).  First, 
VAT  is  a  important  instrument  of  choice  in 
reforming  sales  taxes.  VAT  can  generate 
more  revenue  with  neutrality  and  in  some 
limited  cases  improve  vertical  equity.  VAT 
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can  also  improve  collection  of  other  taxes. 
However,  for  most  developing  countries 
VAT  cannot  cover  economic  activities  in  the 
informal  sector,  which  is  mostly  prevalent  in 
developing  countries.  Exemption  of  basic 
necessity  goods  for  the  poor  can  complicate 
administration. 

Second,  the  broadening  tax  base  should 
be  accompanied  by  reforming  tax  admini- 
stration. Base  broadening  can  increase  re- 
venue while  at  the  same  time  improve  simpli- 
city, neutrality,  and  equity  of  the  tax  system. 
The  tax  administration  should  also  accom- 
pany the  effort  of  broadening  tax  base.  If  it 
fails  then  the  economic  objective  may  not  be 
achieved. 

Third,  the  use  of  tax  system  for  special 
tax  preferences  should  be  carefully  evalu- 
ated. Tax  preference  may  cause  serious  drain 
on  the  national  treasury  by  coffering  wind- 
fall gains  on  existing  activities  or  by  shifting 
resources  to  tax- preferred  activities.  How- 
ever, using  taxes  policy  for  protecting  envir- 
onment and  discouraging  bad  externalities 
are  recommended. 

Fourth,  tax  reform  must  take  into  ac- 
count initial  conditions  at  home  and  abroad, 
otherwise  the  reform  effort  is  likely  to  fail. 
And  fifth,  the  credibility  of  tax  regime  is  the 
key  to  success  of  any  tax  reform. 

Tax  reform  is  a  sensitive  and  difficult 
process.  The  benefits  of  comprehensive  re- 
form may  only  be  achieved  after  a  medium 
or  long-term  period,  hence  it  should  be  sup- 
ported by  political  players.  The  political  and 
civil  service  must  assume  the  ownership  of 
the  design  and  proposal  of  taxes  reforms  if 
the  reforms  are  to  succeed. 

Since  tax  change  creates  winner  and 
losers,  and  implies  some  efficiency  and  ver- 


tical equity  tradeoffs,  it  should  be  carefully 
analysed  and  appropriately  addressed.  The 
role  of  the  institutional  aspect  of  one  country 
affect  the  effective  design  of  tax  reform.  The 
compliance  can  be  improved  if  people  are 
consulted  on  the  reform  proposals  and  given 
a  clear  planning  of  the  expenditure  side  of 
the  government  revenues. 
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The  Political-Demography  of 
National  Integration  and  Its  Policy 
Implications  for  a  Sustainable 
Development  in  Indonesia* 

Riwanto  Tirtosudarmo 


Introduction:  The  Significance  of 
Political  Demography 

POLITICAL  demography  is  a  subject 
which  has  rarely  been  discussed 
among  demographers  or  political 
scientists,  or  by  social  scientists  in  general. 
Political  demography,  indeed  is  a  borderline 
subject,  and  therefore  there  is  reluctance 
among  academics  to  transgress  the  trans- 
parent disciplinary  borders  of  social  sciences. 
In  a  scientific  community  where  people  feel 
comfortable  in  their  own  domain  or  ter- 
ritorial discipline,  a  trespasser  is  taking  a  risk 
to  be  labelled  as  a  "generalist".  However, 
since  what  we  will  discuss,  sustainable  devel- 
opment, is  an  issue  which,  in  my  opinion,  is 
broad  and  complex,  it  is  therefore  unques- 
tionably beyond  any  single  academic  dis- 
cipline or  territory. 

In  this  paper,  following  Weiner  (1971: 
567),  political  demography  is  defined  as  the 


•This  paper  was  originally  prepared  for  the  ADIPA 
Eleventh  General  Meeting  "Perspectives  on  Sustainable 
Development  in  the  Asia-Pacific  Region",  Kota  Kini- 
balu,  Sabah,  Malaysia,  25-27  October  1995. 


study  of  the  size,  composition,  and  distribu- 
tion of  population  in  relation  to  both  gov- 
ernment and  politics.  It  is  concerned  with  the 
political  consequences  of  population  change, 
especially  the  effect  of  population  change  on 
demands  made  upon  governments,  on  the 
performance  of  governments  and  on  the 
distribution  of  political  power.  It  also  con- 
siders the  political  determinants  of  popula- 
tion change,  especially  the  political  causes  of 
the  movement  of  people,  the  relations  of 
various  population  configurations  to  the 
structures  and  functions  of  government,  and 
public  policy  directly  affecting  the  size,  com- 
position and  distribution  of  populations. 

Succeeding  the  1987  Brundtland  Report 
Our  Common  Future,  the  concept  of  sus- 
tainable development,  which  integrates  en- 
vironmental considerations  into  develop- 
ment, has  come  to  earn  world-wide  curren- 
cy. According  to  Watanabe  (1994:  160-161), 
the  primary  constraints  for  sustainable  de- 
velopment are  not  money,  technology  or 
materials  (hard  resources):  they  could  even 
be  harmful  if  provided  improperly.  Rather, 
it  is  the  policies,  institutions  and  information 
(soft  resources)  which  deny  people  opportu- 
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nities  to  make  sustainable  use  of  natural  re- 
sources that  stand  in  the  way.  As  a  result, 
both  human  and  natural  resources  have  been 
rendered  unproductive,  which  represents  a 
huge  waste  and  loss  to  developing  eco- 
nomies. Watanabe  argues  that  in  authentic 
sustainable  development,  people  and  govern- 
ment reverse  their  traditional  roles.  It  is  the 
people  who  are  the  subjects  and  initiators  of 
development  and  it  is  the  government  that 
participates  in  people- initiated  development 
process,  not  the  other  way  around. 

After  the  break-up  of  the  Soviet  Union, 
Indonesia  became  the  fourth  densely  pop- 
ulous country  in  the  world,  after  China,  In- 
dia and  United  States  of  America.  In  1995 
the  population  is  approaching  190  million, 
and  remarkably,  60  per  cent  of  the  popula- 
tion live  in  a  relatively  small  island,  Java, 
with  only  seven  per  cent  of  the  landmass. 
The  population  imbalance  between  Java  and 
other  islands  has  therefore  become  a  long- 
standing concern  of  the  government.  The 
concern,  in  many  ways,  reflects  the  con- 
tinuation of  a  colonial  elite  perception  to  the 
demographic  configuration  of  the  country 
which  after  independence  has  been  pro- 
longed by  the  Indonesian  political  elite.  The 
belief  that  land  on  the  outer  islands  is  abun- 
dant is  most  likely  the  underlying  assump- 
tion of  such  a  perception.  Among  the  policy 
implications  of  such  a  persistent  view,  both 
during  the  Dutch  period  and  after  independ- 
ence, is  the  creation  of  a  migration  policy  to 
resettle  people  from  Java  to  other  islands. 
The  significance  of  political  demography  to 
Indonesia,  particularly  its  large  population 
and  annual  real  growth  (although  the  gov- 
ernment have  had  relative  success  in  bringing 
the  population  growth  rate  down  to  1.9  per 
cent  a  year),  the  imbalance  between  Java  and 
other  islands,  will  continually  haunt  any 
bureaucratic  elite  in  Indonesia  as  they  gov- 
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ern  the  country. 

This  paper  is  an  attempt  to  look  at  the  in- 
terrelationship of  politics  and  demography 
in  the  context  of  national  integration  in  In- 
donesia. In  this  analysis,  the  policy  implica- 
tions of  political- demographic  nexus  to  the 
realisation  of  a  sustainable  development  will 
be  explained.  In  order  to  place  the  subject 
matter  in  context,  the  paper  will  begin  with 
an  overview  of  Indonesian  economic  and 
political  development,  particularly  in  the 
New  Order  period. 


Political  Development:  From  Guided 
to  Pancasila  Democracy 

1995  is  Indonesia's  special  year,  as  it 
marks  the  50th  jubilee  of  her  independence 
day.  The  year  of  1995  is  declared  by  the  gov- 
ernment to  be  the  "golden"  anniversary.  A 
grandiose  celebration,  with  various  kinds 
of  festivity,  is  being  conducted  to  com- 
memorate this  50th  national  birthday.  How- 
ever, beside  the  feeling  of  delight,  com- 
placency and  euphoria,  many  people  still 
think  that  what  has  been  achieved  is  far  from 
the  true  goals  of  independence.  Abdurrach- 
man  Wahid  (1995),  a  Moslem  leader  and  the 
chairman  of  Forum  Demokrasi  (Democratic 
Forum)  —  an  alliance  of  critical  intellectuals, 
reminded  us  that  injustices,  repression  of 
people's  rights,  chronic  corruption  and  na- 
tional economic  vulnerability  are  among  the 
weaknesses  which  still  strongly  characterise 
our  nation  despite  its  many  achievements. 

One  of  the  crucial  aspects  of  national  in- 
tegration and  development  which  has  always 
been  a  major  concern,  during  fifty  years  of 
independence,  is  the  relationship  between 
the  central  and  regional  governments  (Mary- 
anow,  1958;  Nawawi,  1968;  Mackie,  1980; 
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MacAndrews,  1986;  Soemitro,  1989,  Masya- 
rakal  Indonesia,  1994).  In  fact,  in  the  last 
twenty  five  years  of  the  New  Order  govern- 
ment, the  centralistic  character  of  the  Indo- 
nesian state  has  been  strengthened  and  its 
power  concentrated  in  the  hand  of  the  Pre- 
sident. From  the  policy  perspective,  for  ex- 
ample, nearly  eighty  per  cent  of  total  public 
expenditure  is  planned  and  disbursed 
through  the  national  budget,  with  only  ap- 
proximately twenty  per  cent  controlled  by  re- 
gional governments.  The  power  of  the  cen- 
tral government  tends  to  be  unlimited, 
whereas  regional  governments  are  less  auto- 
nomous. 

Mackie's  analysis,  in  1980,  apparently 
still  relevant  today,  indicated  several  impor- 
tant changes  since  about  1970  that  have 
greatly  enhanced  the  central  government's 
capacity  to  exercise  control  over  the  regions 
(1980:  667).  First,  the  tightening  of  central 
authority  within  the  army  has  significantly 
reduced  the  power  of  regional  commanders 
over  their  territories.  Second,  the  process  of 
depoliticisation  has  eliminated  the  possibility 
of  a  political  party  stirring  up  mass  griev- 
ances against  the  central  government.  Final- 
ly, the  improvement  of  inter- island  shipping 
and  airline  services,  as  well  as  the  telecom- 
munications, commercial  and  banking  net- 
works, have  played  an  important  role  in  in- 
tegrating the  regions  into  a  single  national 
economy.  Social  and  political,  as  well  as  eco- 
nomic and  structural  changes  since  the  New 
Order  have  contributed  to  the  strengthening 
of  the  centralist  character  of  the  Indonesian 
government.  This,  in  turn,  has  become  a 
crucial  factor  in  the  implementation  of  gov- 
ernment policies  in  the  regions. 

It  is  interesting  that  Indonesia's  regime, 
both  the  Old  Order  and  the  New  Order,  have 
labelled  their  political  system  as  "demo- 


cratic". After  1955  when  parliamentary 
democracy  was  judged  to  have  failed,  the 
Old  Order  under  President  Soekarno  pro- 
posed Guided  Democracy.  Guided 
Democracy  only  lasted  for  ten  years  until 
1965  when  a  political  catastrophe  occurred 
after  an  attempted  coup  collapsed.  The 
events  following  this  coup  were  a  series  of 
military  triumphs  over  the  communists, 
which  in  1970,  eventually  put  General  Soe- 
harto  as  the  President.  It  is  under  Soeharto's 
presidency  that  the  political  system  engin- 
eered in  such  a  way  is  called  Pancasila  Demo- 
cracy, which  establishes  him  as  the  sole 
authority  in  the  country. 

The  dominant  role  of  President  Soeharto 
in  engineering  social  and  political  affairs  is 
almost  without  rival.  The  backbones  of  the 
political  machinery  are:  the  military  and  the 
bureaucracy.  The  government  backed  polit- 
ical party  "Golkar"  (Golongan  Karya  mean- 
ing Functional  Groups),  which  is  structurally 
blended  with  the  bureaucracy,  is  the  political 
vehicle  of  the  President  to  win  general  elec- 
tions, which  eventually  nominate  him  as  the 
President.  Liddle  (1985),  for  example,  noted 
that  the  political  system  in  Indonesia  has 
been  personalised  by  Soeharto.  Hill  and 
Mackie  (1994)  also  argue  that  from  1984  .on- 
wards, Soeharto  is  seen  as  being  in  "supreme 
control".  Soeharto,  according  to  Hill  and 
Mackie,  even  began  to  distance  himself  a  lit- 
tle from  the  armed  forces,  courted  Islamic 
and  populist  support,  and  implemented  the 
economic  reforms  which  enabled  the  eco- 
nomy to  recover  quickly  from  the  precipitous 
decline  in  oil  prices.  A  noted  Indonesian 
historian,  Taufik  Abdullah  (1995),  in  a  re- 
cent interview  with  a  Moslem  weekly  maga- 
zine, argued  strongly  that  Soeharto  has  suc- 
cessfully cultivated  himself  as  the  single  in- 
terpreter of  Pancasila,  the  nation's  ideolo- 
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gical  basis  and  ultimate  source  of  values.  In 
this  regard,  Taufik  Abdullah  further  noted, 
that  the  political  language  and  discourse 
have  been  sealed  totally  under  Soeharto's 
hegemony. 


Economy:  From  Inward  (o  Outward 
Looking  Orientation 

After  the  New  Order  government  came 
to  power  in  1966,  Indonesia  has  progressive- 
ly sough  to  integrate  its  economy  into  re- 
gional and  global  capitalist  economy.  The 
substantial  lack  of  capital  is  one  of  the  rea- 
son of  its  open  door  policy  to  invite  foreign 
loans  and  investors.  Aided  by  large  inflows 
of  concessional  finance  and  substantial  for- 
eign private  direct  investment  from  Japan, 
Indonesia  in  the  1970s  actively  exploited  its 
considerable  natural  resources,  the  mainstay 
of  which  has  been  oil.  During  the  1980s,  the 
global  oil  surplus  led  to  a  decline  in  foreign 
exchange  earnings  and  a  resolve  on  behalf  of 
government  to  diversify  its  export  base. 

Since  the  early  1980s,  a  series  of  reforms 
has  been  introduced  which  are  designed  to 
improve  economic  efficiency  and  shift  the 
direction  of  the  economy  from  import-subs- 
stitution  to  an  export  orientation,  with  a  par- 
ticular emphasis  on  non-oil  exports.  Many 
economic  reforms,  including  deregulation, 
have  been  introduced  to  facilitate  operations 
in  the  financial  sector,  promote  foreign 
trade,  encourage  investment  (particularly 
foreign  investment),  streamline  customs  and 
shipping,  ease  regulatory  controls  on  land 
transport,  and  improve  the  country's  tax 
base. 

The  Indonesian  economy  performed 
reasonably  well  during  the  1970s,  with  an 
average  growth  rate  per  capita  GDP  of  5.4 


per  cent.  This  was  some  what  better  than  its 
major  ASEAN  partners,  and  approaching 
those  achieved  by  the  NICs.  Oil  price  rises 
during  the  decade  contributed  significantly 
to  this.  However,  Indonesia's  economic  per- 
formance during  the  last  period  (1981-1988) 
was  disappointing.  The  slump  in  oil  prices 
saw  the  annual  average  per  capita  growth 
rate  drop  back  to  2.4  per  cent,  well  behind 
those  sustained  in  the  NICs  and  the  most 
successful  of  the  large  ASEAN  nations, 
Thailand.  It  was  also  poorer  than  the  major 
socialist  countries  of  the  region,  particularly 
China. 

One  aspect  of  recent  changes  in  Indone- 
sia's economy  to  be  considered  is  the  degree 
to  which  it  is  internationalising.  This  can  be 
illustrated  by  looking  at  two  measures  of 
that  process:  overseas  foreign  direct  invest- 
ment and  international  trade.  The  bulk  of  in- 
vestment in  Indonesia  over  the  last  one  and  a 
half  decades  has  come  from  domestic 
sources.  The  domestic  contribution  to  total 
investment  averaged  71.7  per  cent  during 
period  of  the  second  development  plan 
(1974-1979),  79  per  cent  during  third  plan 
(1979-1984),  and  80.9  per  cent  during  fourth 
plan  (1984-1989)  (Booth,  1989).  However, 
since  1986,  a  series  of  reforms  deregulating 
and  liberalising  the  approval  mechanisms  for 
foreign  investment  has  been  introduced  in 
Indonesia  explicitly  to  lessen  restrictions  on 
foreign  firms  investing  in  Indonesia.  In  par- 
ticular, these  reforms  encouraged  the 
establishment  of  joint  ventures  by  reducing 
local  equity  reguirements,  while  at  the  same 
time  an  increased  range  of  industries  was 
opened  up  to  foreigners. 

It  may  be  seen  that  the  Indonesian  eco- 
nomy grew  strongly  during  the  1970s,  but 
started  to  falter  during  the  1980s,  particular- 
ly due  to  its  dependence  on  oil  exports.  The 
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government's  response  was  to  promote  the 
growth  of  non-oil  exports  by  introducing  a 
series  of  macro-economic  reforms  designed 
to  reduce  the  domestic  costs  of  production, 
and  make  the  country  more  attractive  to  for- 
eign investment.  Based  on  the  available 
evidence,  it  seems  that  these  reforms  have 
stimulated  foreign  investment  and  signific- 
antly boosted  non-oil  exports. 

Population  Factors  and  National  In- 
tegration 

During  the  New  Order,  economic  devel- 
opment has  become  a  major  concern  of  the 
ruling  elites  in  Indonesia.  The  emergence  of 
a  group  of  economists  dedicated  to  the  pro- 
motion of  economic  growth  has  been  clearly 
reflected  in  the  establishment  of  national 
and  regional  Five- Year  Development  Plans. 
This,  at  least,  symbolically  stresses  rational 
economic  calculation  as  the  primary  con- 
sideration in  promoting  economic  growth. 
Population,  in  such  a  framework  of  think- 
ing, is  therefore,  regarded  as  only  one  com- 
ponent of  the  economic  system. 

The  conventional  view  among  these  eco- 
nomist-technocrats is  that  the  rate  of  popula- 
tion growth  is  a  significant  determinant  of 
the  success  of  a  country's  economic  develop- 
ment efforts.  The  importance  of  the  popula- 
tion factor  in  economic  thinking  is  clearly 
demonstrated  by  the  use  of  average  annual 
per  capita  income  as  a  measurement  of  de- 
velopment. The  effect  of  population  growth 
on  economic  development  has  been  elabor- 
ated, among  others  by  Coale  and  Hoover 
(1958):  19),  who  argued  that  higher  rate  of 
population  growth  implies  a  higher  level  of 
needed  investment  to  achieve  a  given  per 
capita  output,  while  there  is  nothing  about 
faster  growth  that  generates  a  greater  supply 


of  investible  resources.  As  a  consequence  of 
such  an  economic  preoccupation,  the  reduc- 
tion of  population  growth  is  often  con- 
sidered to  be  a  necessary  precondition  for 
economic  development. 

Despite  this,  the  legacy  of  colonial  pol- 
icies, as  well  as  the  population  policies  of  the 
Old  Order,  which  were  basically  pro-natalist 
and  viewed  uneven  distribution  of  popula- 
tion as  the  main  population  problem,  could 
not  be  easily  eliminated  from  the  thinking  of 
the  ruling  elites.  An  illustration  of  how  these 
elites,  particularly  the  military,  have  persist- 
ently regarded  transmigration  as  an  impor- 
tant undertaking  is  shown  by  a  request  from 
General  Soeharto  to  the  US  ambassador  in 
Indonesia,  Marshall  Green,  at  their  first 
meeting  on  29  May  1966.  Soeharto,  unsur- 
prisingly, asked  for  US$500  million  in  grants 
of  soft  loans  to  assist  the  transmigration  pro- 
gram (Hull,  1988). 

The  real  motive  of  President  Soeharto 
for  the  continuation  of  transmigration  is  dif- 
ficult to  identify.  The  explanation  might  be 
sought  in  the  idea  of  "harmony"  among  the 
Javanese,  which  in  the  Indonesian  political 
context  can  be  translated  into  the  concept  of 
"national  unity"  or  "national  integration", 
and  which,  as  suggested  by  Koentjaraningrat 
(Visser,  1988:  75),  is  strongly  represented  by 
the  President  and  his  military  men.  In  this 
context,  transmigration  has  been  perceived 
as  an  instrument  to  accelerate  the  process  of 
national  integration. 

Government  policies  to  move  people 
from  overcrowded  Java  to  the  other  islands 
have  also  been  considered  as  an  alternative 
to  land- reform.  Land-refonn,  which  was  ag- 
gressively promoted  by  the  Communist  Par- 
ty (PKI)  prior  to  the  1965  abortive  coup,  was 
identified  by  the  New  Order  as  a  "commun- 
ist" policy.  Wertheim  (1984:  10)  noted  that 
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under  the  Soeharto  regime,  "land- reform" 
has  become,  for  over  one- and- a- half  de- 
cades, a  forbidden  topic  because  it  has  the 
"bad  smell"  of  "Marxism"  and  "Commun- 
ism". 

Tjondronegoro  (1972:  12-13)  noted  that 
the  shift  in  the  balance  of  political  power  to 
the  military  after  1966  resulted  in  a  signific- 
ant policy  change  from  "land  redistribu- 
tion" within  Java  to  "population  redistribu- 
tion" across  the  archipelago.  Tjondronego- 
ro (9184:  79)  explained  that  since  1967  the 
government  has  given  higher  priority  to  ecor 
nomic  production  and  technological  im- 
provement, carefully  avoiding  policies  which 
could  have  brought  about  effective  social  re- 
forms. The  Basic  Agrarian  Law  of  1960 
which  is  a  potential  instrument  to  initiate 
structural  changes  in  the  rural  areas,  has  not 
been  effectively  enforced  since  the  Coup  of 
1965.  Since  then,  perhaps,  the  only  occasion . 
on  which  the  government  did  implement  this 
Law  with  regard  to  rural  structural  change, 
was  when  it  had  to  set  the  land  allocations 
for  the  migrants  in  the  Outer  Islands. 

These  seemingly  ambiguous  perceptions 
among  the  Indonesian  elites  of  the  nature  of 
population  problems  are  not  unique.  Weiner 
(1975:  66)  suggested  that  many  govern- 
ments assume  that  some  of  the  problems  ex- 
emplified by  rapid  population  growth  can  be 
alleviated  by  policies  aimed  at  the  dispersal 
of  populations.  He  also  noted  that  migration 
policies  are  frequently  embraced  for  a  varie- 
ty of  purposes,  but  almost  never  for  exclus- 
ively demographic  reasons.  In  addition, 
transmigration  as  a  form  of  land  settlement 
scheme  can  be  a  supreme  rhetorical  device 
for  the  government  and  its  ruling  elites. 
Hulme(1987: 413)  observed  that  as  a  panacea 
for  economic  and  social  problems,  settle- 
ment schemes  are  a  strategy  almost  without 


rival.  If  the  popular  expectation  is  that 
those  in  power  should  "do  something",  then 
these  schemes  are  the  most  effective  means 
of  being  seen  to  do  something. 

Compared  with  the  problem  of  rapid 
population  growth,  which  at  the  beginning 
of  the  New  Order  was  accorded  high  priori- 
ty, the  problem  of  uneven  population  distri- 
bution between  Java  and  Outer  islands  has 
not  been  generally  regarded  as  an  issue  of 
urgency  by  the  economist-technocrats.  Wi- 
djojo  Nitisastro  (1970:  230),  widely  known 
as  the  architect  of  the  New  Order's  economic 
development  policies,  strongly  argued  that 
what  was  needed  to  overcome  the  population 
problem  in  Indonesia  was  a  massive  develop- 
ment effort  to  create  expanding  employment 
opportunities  accompanied  by  a  rapid 
spread  of  fertility  control.  Yet,  curiously 
enough,  the  problem  of  uneven  population 
distribution  and  the  role  of  transmigration 
as  a  means  to  overcome  it,  as  discussed 
above,  has  long  been  a  focus,  particularly  by 
the  military,  and  became  a  very  important 
policy  within  the  national  development  plans 
during  the  New  Order. 

The  New  Order  view  of  transmigration  as 
a  means  to  achieve  national  integration  was 
explicitly  stated  for  the  first  time  at  the 
Transmigration  Seminar  in  1970.  Even 
though  the  issues  of  "national  integration" 
and  "national  unity"  had  been  discussed 
from  the  early  years  of  Independence,  their 
importance  reached  new  heights  during  the 
1956-1958  regional  rebellions.  The  decisive 
role  of  the  military  in  ending  the  rebellions 
was  a  major  factor  in  reshaping  the  role  that 
military  leadership  has  played  in  the  national 
political  scene  since  that  time(Feith  and  Lev, 
1963:  37).  In  addition,  "national  integra- 
tion" has  become  the  key  issue  and  the 
prime  concern  for  the  military  leaders, 
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whose  power  was  further  consolidated  by  the 
political  chaos  of  1965. 

The  conceptual  links  between  transmigra- 
tion policy  and  national  integration,  accor- 
ding to  General  Sugardo  (1987:  4-5),  a  senior 
staff  at  the  National  Defence  Institute,  the 
"think  tank"  of  the  Ministry  of  Defence, 
should  be  viewed  from  the  "geo-politic"  and 
"geo-  strategic"  perspectives.  Transmigration 
policy  is  an  effort,  method,  and  means  to 
achieve  "geographic- integration",  which  is 
a  basic  condition  for  the  unity  of  the  nation, 
to  improve  the  people's  welfare  and  aware- 
ness, and  provide  an  opportunity  to  utilise 
natural  resources.  Achievement  of  geograph- 
ic-integration, on  the  one  hand,  will  protect 
the  nation  from  centrifugal  tendencies,  and 
on  the  other  hand,  strengthen  centripetal 
forces.   Geographic- integration  is  also  a 
medium  to  build  understanding,  friendship 
and  co-operation  with  other  countries.  From 
the  point  of  view  of  operational  defence, 
transmigration  is  supportive  to  the  "Popular 
Defence  and  Security  System",  in  order  to 
resist  the  threat  of  subversion,  infiltration 
and  invasion  from  abroad,  particularly 
through  the  provision  of  human  resources. 
Thus  in  the  view  of  the  military,  geographic- 
integration  in  which  transmigration  policy 
plays  an  important  role  by  providing  human 
resources,  is  a  necessary  condition  for  the  at- 
tainment of  national  integration. 

Another  important  element  of  this 
military  thinking  is  the  concept  of  "basic 
defence".  The  basic  defence  of  the  Indone- 
sian armed  forces,  according  to  Crouch 
(1986:  3),  was  essentially  based  on  the  doc- 
trine of  "Territorial  Warfare".  This  doc- 
trine required  that  the  defence  forces, 
especially  the  army,  be  organised  principally 
along  "territorial"  rather  than  "functional" 
lines.  The  whole  nation  was  divided  into  ter- 


ritorial commands  more  or  less  parallel  to 
the  civilian  administration.  In  terms  of 
defence  doctrine,  a  major  function  of  the 
territorial  commands  was  to  maintain  con- 
tact with  the  local  people  so  that  they  could 
be  mobilised  quickly  to  support  guerrilla 
operations  whenever  necessary.  It  may  be 
added,  of  course,  that  this  territorial  struc- 
ture has  also  been  very  convenient  for  the 
purpose  of  political  control.  The  role  of 
transmigration  in  the  concept  of  "basic 
defence"  was  to  populate  the  empty  regions 
in  order  to  support  the  territorial  commands. 

The  Rise  of  Human  Resources  Migra- 
tion 

In  Indonesia  the  only  source  of  informa- 
tion on  population  mobility  or  migration  at 
the  national  level  is  the  population  census. 
The  population  census  is  taken  every  ten 
years  and  the  latest  was  undertaken  in  1990. 
Information  on  two  types  of  migrants  can  be 
derived  from  the  population  census.  Life- 
time migrants,  are  people  whose  province  of 
birth  is  different  from  the  current  province 
of  residence.  On  the  other  hand,  recent 
migrants  are  people  whose  place  of  residence 
five  years  before  the  census  is  different  from 
their  current  province  of  residence.  In  many 
ways,  recent  migrants  data  provide  more  ac- 
curate  pictures  on  existing  population 
mobility  than  the  lifetime  migrants  data. 

Data  on  recent  migration  for  the  last 
two  decades  (see  Table  I)  clearly  show  that 
the  number  of  migrants  for  the  period  of 
1985-1990  is  larger  than  the  previous  two 
periods  (1975-1980  and  1980-1985).  It  is  also 
worth  noting  that  the  number  of  recent 
migrants  in  the  period  of  1980-1985  is  declin- 
ing compared  with  its  number  in  1975-1980 
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Table  1 

RECENT  IN-MIGRATION  BY  PROVINCE  OF  RESIDENCE: 
1975-1980,  1980-1985,  1985-1990 


_   In-Migration 

Provinces  ~  ■  

1975-1980  1980-1985  1985-1990 

N  %  N  %  n 


Aceh 

51,208 

2.2 

37,692 

0.8 

194,699 

1.6 

iNonn  Sumatra 

95,586 

1.2 

59,600 

2.6 

107,882 

1.0 

west  oumatra 

93,117 

3.1 

75,757 

4.0 

129,049 

3.2 

Plan 

98,652 

5.2 

91,881 

11.8 

245,465 

7.5 

Jambi 

107,273 

8.8 

52,647 

136,397 

6.8 

South  Sumatra 

221,165 

5.6 

105,064 

1.9 

212,196 

3.4 

Bengkulu 

CJL  Q/V) 

oovyuz 

10. 2 

33,386 

82,831 

7.0 

Lampung 

507.803 

13.0 

126,677 

2.0 

212,298 

3.5 

Jakarta 

766,363 

13.6 

684,001 

14.0 

833,029 

10.1 

West  Java 

551,960 

3.2 

560,460 

3.5 

1,350,596 

3.8 

Central  Java 

183,761 

0.8 

171,473 

9.5 

384,753 

1.3 

Yogyakarta 

98,856 

3.8 

112,331 

2.7 

161,740 

5.6 

East  Java 

203,175 

0.8 

165,731 

328,607 

1.0 

Bali 

37,254 

1.7 

23,565 

1.9 

65,997 

2.4 

West  Nusatenggara 

26,221 

1.0 

26,762 

37,401 

1.1 

East  Nusatenggara 

25,976 

1.0 

20,050 

19.4 

27,107 

0.8 

East  Timor 

13,093 

26,255 

3.5 

West  Kalimantan 

39,380 

1.8 

19,331 

43,809 

1.4 

Central  Kalimantan 

46,699 

6.1 

33,328 

78,791 

5.6 

South  Kalimantan 

61,704 

3.4 

55,752 

98,330 

3.8 

East  Kalimantan 

112,620 

10.6 

83,976 

0.8 

194,531 

10.4 

North  Sulawesi 

45,498 

2.4 

14,783 

34,736 

1.4 

Central  Sulawesi 

83,595 

7.5 

28,067 

70,034 

4.1 

South  Sulawesi 

65,208 

1.1 

48,453 

18.9 

119,455 

1.7 

South  East  Sulawesi 

51,014 

6.4 

69,547 

3.9 

71,143 

5.3 

Maluku 

46,904 

3.8 

23,860 

2.6 

68,701 

3.7 

Irian  Jaya 

33,420 

3.4 

52,771 

73,776 

4.5 

Total 

3,721,314 

2.8 

2,790,038 

2.0 

5,389,608 

2.9 

*The  percentage  is  calculated  from  the  number  of  population  in  each  province 
Source:    Mantra  (1992:  55). 
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Table  2 


RECENT  IN-MIGRATION  TO  URBAN  AND  RURAL  AREAS  BY  PROVINCE  OF 

RESIDENCE:  1985-1990 


Provinces 


In-Migration  1985-1990 


Urban 


Rural 


N 


N 


Aceh 

22,239 

4.1 

34,087 

-1.2 

North  Sumatra 

63,927 

1.8 

43,955 

0.7 

West  Sumatra 

40,472 

5.0 

88,757 

2.8 

Riau 

97,600 

9.3 

147,865 

6.6 

Jambi 

35.375 

8.2 

101,022 

6.4 

South  Sumatra 

65,935 

3.6 

146,261 

3.3 

Bengkulu 

32,956 

13.7 

49,875 

5.3 

Lampung 

41,755 

5.6 

170,543 

3.2 

Jakarta 

833,029 

10.1 

West  Java 

1,032,427 

8.5 

318,169 

1.4 

Central  Java 

156,297 

2.0 

228,456 

1.1 

Yogyakarta 

118,094 

9.1 

43,646 

2.7 

East  Java 

178,256 

2.0 

150,351 

0.6 

Bali 

48,964 

6.7 

17,003 

0.8 

West  Nusatenggara 

18,784 

3.3 

18,617 

0.7 

East  Nusatenggara 

13,550 

3.6 

13,557 

0.5 

East  Timor 

7,623 

13.1 

18,632 

2.7 

West  Kalimantan 

20,134 

3.1 

23,665 

0.9 

Central  Kalimantan 

24,132 

9.8 

54,659 

4.7 

South  Kalimantan 

35,828 

5.1 

62,502 

3.3 

East  Kalimantan 

117,491 

12.8 

77,040 

8.0 

North  Sulawesi 

17,095 

3.0 

17,641 

0.9 

Central  Sulawesi 

24,031 

8.5 

46,003 

3.2 

South  Sulawesi 

53,611 

3.1 

65,844 

1.2 

South  East  Sulawesi 

18,650 

8.1 

52,493 

4.7 

Maluku 

20,168 

5.7 

48,533 

3-2 

Irian  Jaya 

45,880 

11.6 

27,896 

2.2 

Total 


3,184,303 


5.7 


2,066,892 


1.7 


Source:    Mantra  (1992:  56). 
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period.  The  slackening  of  economic  con- 
ditions as  government  revenue  deriving  from 
oil  drops,  is  most  likely  the  underlying  factor 
in  reducing  the  number  of  migrants  in  the 
1980-1985  period.  Until  the  mid-1980s, 
population  movement  other  than  transmi- 
gration was  considered  to  be  small  scale,  and 
of  little  significance. 

The  provinces  which  had  a  higher  rate 
of  recent  migrants  increase  during  the  1985- 
1990  period  compared  with  the  two  previous 
periods  are  Aceh,  Riau,  Bengkulu,  West 
Java,  Central  Java,  East  Java,  East  Timor, 
Central  and  East  Kalimantan,  South  Sula- 
wesi, Maluku  and  Irian  Jaya.  In  contrast  to 
other  parts  of  the  country,  the  increasing 
number  of  recent  in- migration  to  provinces 
in  the  eastern  part  of  Indonesia  already  oc- 
curred in  the  1980-1985  period.  This  is  per- 
haps associated  with  the  attention  given  to 
Eastern  Indonesia,  through  various  govern- 
ment projects,  since  the  early  1980s. 

As  the  government  capacity  to  sponsor 
population  movement  through  transmigra- 
tion programs  became  limited  after  1984,  the 
majority  of  recent  migrants  in  the  1985-1990 
period  were  most  likely  to  be  voluntary 
migrants.  These  migrants  were  people  who 
decided  to  move  as  they  perceive  that  job  op- 
portunities were  available  in  the  place  of  des- 
tination. The  various  economic  reforms 
which  had  been  implemented  since  the 
mid-1980s  to  boost  foreign  investment  ap- 
parently have  resulted  in  the  opening  up  of 
job  opportunities  in  many  places,  such  as 
Batam  island  in  Riau,  East  Kalimantan  and 
Irian  Jaya.  Another  significant  indication 
that  the  majority  of  recent  in- migration  con- 
sist of  spontaneous  or  voluntary  migrants  is 
their  destinations,  which  are  mostly  urban 
areas  compared  to  rural  areas,  as  shown  in 
Table  2. 


Migration  both  affects  and  is  affected  by 
regional  variations  in  the  match  between 
human  resources  and  labour  market  needs. 
If  a  region  cannot  provide  adequate  employ- 
ment opportunities  for  its  educated  popu- 
lation, out- migration  will  likely  take  place. 
Since  this  outflow  comprises  a  dispropor- 
tionate number  of  educated  persons,  the  re- 
sult will  be  a  drop  in  the  quality  of  human  re- 
sources in  the  province  of  origin.  The  pro- 
cess of  population  mobility  changing  from 
assisted  to  voluntary  migration  for  the  last 
twenty  years  apparently  has  been  accom- 
panied by  the  process  of  labour  reallocations 
from  low  income  agriculture,  where  the 
labour  surplus  is  greatest,  to  higher  produc- 
tivity non  agricultural  employment.  Accor- 
ding to  Pauuw  (1992:  316-318)  agriculture  is 
the  major  source  of  labour  surplus  during  a 
successful  transition  to  modern  economic 
growth.  Yet  this  sector  continued  to  absorb  a 
large  share  of  labour  force  growth  through- 
out the  1971-1990  period.  The  1980-1985 
period,  especially,  was  a  period  of  slow  re- 
lease of  agricultural  labour  to  non-agricul- 
ture. During  this  period,  the  agricultural  sec- 
tor absorbed  48  per  cent  of  the  labour  force 
increase,  compared  to  22  per  cent  in  the 
1970s  and  19  per  cent  during  the  1985-1990 
period. 

During  the  1970s  import  substitution 
growth  was  fuelled  by  a  booming  oil  export 
market.  Real  gross  domestic  product  in  the 
manufacturing  and  other  non-agricultural 
sectors  grew  rapidly  compared  to  agricul- 
ture. This  situation  enabled  the  country  to 
experience  a  substantially  higher  growth  of 
employment  in  non-agriculture  than  in  agri- 
culture. While  agricultural  employment  grew 
by  only  1.1  per  cent  per  year  from  1971  to 
1980,  employment  in  non-agriculture  grew 
by  an  annual  average  rate  of  6.4  per  cent.  In 
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the  1985-1990  period,  labour  reallocation 
from  agriculture  to  non- agriculture  regained 
momentum.  The  agriculture  absorbed  only 
19  per  cent  of  the  new  employment  while  the 
non-agricultural  sectors,  except  for  trade, 
achieved  substantially  higher  than  its 
historical  contribution.  Moreover,  manufac- 
turing became  the  leading  source  of  new 
employment  in  the  non-agricultural  sector 
for  the  first  time.  This  dramatic  increase  in 
manufacturing  employment  was  accom- 
panied by  high  rates  of  employment  creation 
in  construction  (8.3  per  cent  of  the  total)  and 
in  the  transport/ communications  sector  (7.8 
per  cent  of  the  total).  These  recent  improve- 
ments in  non-agricultural  employment  crea- 
tion were  the  result  of  a  drastic  change  in  the 
economy's  growth  regime  and  the  change 
from  import  substitution  to  export  promo- 
tion. 

Population  mobility  and  employment 
data  as  revealed  from  population  censuses 
and  labour  force  surveys  during  the  last  two 
decades,  clearly  indicated  that  the  mode  of 
population  mobility  was  strongly  associated 
with  broader  socio-economic  processes  in- 
stigated by  government  policies.  A  marked 
shift  from  predominantly  planned  or  as- 
sisted migration  to  voluntary  population 
movement  occurred  in  the  mid-1980s  as  the 
government  capacity  to  finance  transmigra- 
tion program  was  declining.  Yet  as  the  data 
show,  from  the  mid-1980s  up  to  the  early 
1990s,  population  movements  continued  to 
increase.  This  movement  apparently  related 
to  the  process  of  labour  reallocation  from 
agriculture  to  non-agriculture,  stimulated  by 
a  drastic  change  in  the  economy's  growth 
regime  from  import  substitution  to  export 
promotion.  In  addition,  a  large  number  of 
migrants  have  moved  across  the  national 
boundaries,  particularly  to  Malaysia,  as  they 


perceived  that  job  opportunities  are  avail- 
able in  other  neighbouring  countries. 

The  lesson  learned  from  this  analysis  of 
population  mobility  in  the  last  two  decades  is 
twofold.  Firstly,  the  spatial  movement  of 
people  is  essentially  a  result  of,  and  at  the 
same  time  a  response  to,  the  wider  social  eco- 
nomic processes.  Secondly,  government  eco- 
nomic policies,  either  directly  or  indirectly, 
are  actually  the  initial  cause  of  population 
mobility.  The  government  policies,  there- 
fore, play  a  vital  role  in  constructing  the 
mode  of  population  mobility  in  a  particular 
period  when  a  certain  government  policy  is 
implemented.  The  government  policy  cir- 
cumstances since  the  early  1990s  tend  to  be 
more  open  to  foreign  investment  and  global 
market  economy.  The  latest  government  re- 
gulation, number  20  in  1994,  is  an  obvious 
indication  of  this  tendency, .  which  in  turn 
will  strengthen  the  current  paradigm  of  po- 
pulation mobility  -  the  human  resources 
migration  paradigm  (Tirtosudarmo,  1994). 


Conclusion:  Conflict  as  a  Threat  to 
Sustainable  Development 

In  the  last  twenty  five  years;  politics, 
have  become  highly  regulated  and  strongly 
dominated  by  the  President,  evidently  in 
contrast  to  the  economy  which  tends  to  be 
liberalised.  Such  incongruity,  apparently  has 
created  a  climate  of  uncertainty  among  the 
population,  particularly  the  educated  and  in- 
tellectuals, as  they  think  that  it  is  impossible 
to  liberalise  the  economy  without  dere- 
gulating civil  and  political  rights.  A  major 
concern,  due  to  the  lack  of  political  check 
and  balance,  is  the  process  of  uncontrolled 
accumulation  of  economic  power  in  the 
hands  of  a  few  people  ~  the  core  being 


380 

Soeharto's  families  and  the  Chinese  tycoons 
close  to  the  President. 

A  recent  survey,  on  the  strength  and 
weakness  factors  of  social  integration,  in- 
dicates several  important  threats  to  national 
cohesion  after  50  year  of  independence.  The 
study,  conducted  by  researchers  from  the 
University  of  Indonesia,  reveals  that  the  ma- 
jor sources  of  threats  to  social  integration 
are:  "ethnic- parochialism",  "economic  dis- 
parity between  elite  and  masses''  and  "un- 
just government"  (University  of  Indonesia, 
1995).  The  findings  of  the  study,  in  fact,  are 
not  surprising.  The  weekly  newsmagazine, 
Gatra,  in  early  August  1995,  conducted  a 
public  opinion  poll  on  what  people  perceived 
as  national  issues.  Although  in  a  rather  dif- 
ferent proportion,  the  poll  results  pointed  to 
the  similar  "three  issues"  revealed  earlier  by 
University  of  Indonesia's  researchers. 

The  development  cake,  from  the  last 
twenty  five  years  of  New  Order's  economic 
development,  obviously  has  elevated  the 
level  of  economic  prosperity  of  the  people. 
The  proportion  of  the  population  living 
under  the  poverty  line,  according  to  the  of- 
ficial statistics,  has  reduced  considerably. 
Yet,  an  obviously  widening  income  gap,  as 
"independent  economists"  show,  therefore 
reflects  the  genuine  underlying  cause  of  the 
people's  grudges.  In  this  regard,  it  is  not  sur- 
prising that  "a  feeling  of  being  economically 
squeezed"  by  the  central  government  is  well 
found  among  people  in  the  "rich  natural  re- 
sources provinces",  such  as  Aceh,  Riau 
North  Sulawesi  and  Irian  Jaya  (Sondakh, 
1994). 

The  primordial  sentiments,  originating 
from  ethnic  and  religious  self  identifications, 
perhaps  is  also  a  natural  human  reaction  to 
the  "uncertain"  national  political  and  eco- 


THE  INDONESIAN  QUARTERLY,  XXIII/4 

nomic  climates.  The  flourishing  of  "quasi 
intellectual  associations",  based  on  religion, 
such  as  ICMI  (Moslem),  PIKI  (Protestant)! 
ISKA  (Catholic),  FCHI  (Hindu),  KCBI 
(Buddhist),  in  the  last  five  years,  supports 
significantly  the  parochial  and  sectarian  ten- 
dencies among  the  "educated- urban  based" 
population. 

Choucri  (1984:  2),  a  political  scientist 
from  MIT,  argued  that  for  a  nation,  securi- 
ty, stability,  and  social  cohesion  in  the  com- 
prehensive sense  encompasses  the  ability  to 
adapt  to  a  changing  environment  and  to 
adapt  at  a  cost  that  is  deemed  acceptable  and 
affordable  by  the  society.  Such  adaptation, 
she  further  noted,  begins  most  fundamental- 
ly with  the  meeting  of  social  demands.  These 
demands  are  defined  initially,  and  most 
critically,  by  the  configuration  of  the  popu- 
lation and  its  overall  characteristics. 

The  link  between  population  and  conflict 
is  not  a  new  phenomena.  Conflict  is  a  central 
feature  of  all  political  behaviour,  at  all  levels 
of  human  interaction,  and  the  prominence 
of  population  variables  in  shaping  political 
behaviour  places  population  issues  and  con- 
flict in  close  proximity.  When  conflict  be- 
comes violent  it  truly  threatens  the  social 
fabric  (Choucri,  1984:  1).  In  the  case  of  In- 
donesia, given  the  archipelagic  nature  of  the 
country,  as  well  as  its  ethnic  and  religious 
plurality,   the  most  serious  population 
variable  which  has  a  strong  probability  to 
create  conflict  is  population  mobility.  The 
regional  variations  in  population  growth 
have  apparently  resulted  from  regional  in- 
migration  differential  rates  rather  than  from 
the  natural  population  increase. 

As  clearly  shown  from  the  migration 
data  (see  appendix:  Tables  1  and  2),  popula- 
tion mobility  to  provinces  in  the  "outer 
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islands  such  as  Irian  Jaya,  East  Timor,  Ma- 
luku, East  Kalimantan,  Riau  and  Aceh  has 
increased  remarkably  since  the  mid-1980s. 
The  increase  in  the  volume  of  population 
mobility,  as  mentioned  earlier,  is  essentially 
the  logical  consequence  of,  firstly  the  surplus 
of  labour  and  secondly  the  opening  up  of 
economic  growth  centres,  particularly  in  ur- 
fcan  areas  in  several  provinces.  In  this  re- 
gard, recent  conflicts  between  migrants  and 
the  local  populations  in  the  provinces  of 
eastern  Indonesia,  strongly  indicate  that 
ethnicity  and  religion  have  intermingled  with 
economic  and  political  factors.  The  indi- 
genous population  in  eastern  Indonesia 
which  can  be  classified  as  "Christian-Mela- 
neysian"  generally  has  a  lower  human  re- 
source endowment  and  have  "clashed"  with 
"Moslem-Malay"  migrants  who  relaf'vely 
have  higher  human  resource  capacities  (Tir- 
tosudarmo,  1995). 

The  most  recent  conflicts  between  Mos- 
lems-migrants and  Catholics-indigenous 
people  in  East  Timor,  significantly  proved 
the  vulnerability  of  social  cohesion  and  na- 
tional integration  in  Indonesia  (Gatra,  23 
September  1995;  Ummat,  16  October  1995). 
Another  example  of  conflict  also  occurred  in 
Irian  Jaya,  where  around  500  students  from 
various  tertiary  institutions,  rallied  in  protest 
to  the  provincial  parliament  and  govern- 
ment, in  their  accusation  of  what  they  called 
"human  right  abuses"  in  Irian  Jaya  (Suara 
Maluku,  3  October  1995;  Kompas,  4  Octo- 
ber 1995).  Riots  also  happened  in  Flores, 
East  Nusatenggara,  against  the  local  judi- 
ciary institutions  and  police,  on  the  issue  of 
the  light  sentence  given  to  a  Javanese  migrant 
who  was  perceived  as  "mocking"  Christiani- 
ty {Forum,  9  October  1995). 

After  Independence,  regional  resent- 
ments against  the  national  government  oc- 


curred in  two  periods:  the  1950s  and  1990s. 
Interestingly,  they  reflect  different  political 
and  ideological  features.  Maley  (1995:  92) 
shows  that  the  regional  rebellions  in  the 
1950s,  such  as  PRRI-  PERMESTA  in  West 
Sumatra,  South  and  North  Sulawesi,  DI-TII 
in  West  Java,  although  able  to  destabilise  the 
national  political  agenda  of  the  central  gov- 
ernment, did  not  aim  to  separate  their  region 
from  the  Indonesian  nation.  However,  the 
organisations  behind  regional  unrest  in  the 
1990s,  particularly  in  Aceh  (Gerakan  Aceh 
Merdeka  -  Free  Aceh  Movement),  Irian  Jaya 
(Organisasi  Papua  Merdeka  -  Free  Papuan 
Organisation)  and  East  Timor  (Fretilin), 
despite  having  only  a  little  effect  in  influenc- 
ing national  integration  and  central  govern- 
ment hegemony,  had  their  own  ideological 
basis  and  a  "secessionist  nature"  attempting 
to  form  a  separate  government. 

Looking  from  the  national  perspective,  it 
seems  that  the  "perceived"  threats,  particu- 
larly while  President  Soeharto  is  in  "su- 
preme control"  are  unlikely  to  materialise  in 
destabilising  national  integration  and  the 
political  stability  of  the  country.  Yet,  as 
President  Soeharto,  naturally,  will  become 
older,  the  process  of  transferring  political 
power  is  becoming  very  vulnerable.  In  such 
an  uncertain  future,  various  centripetal  fac- 
tors, emanating  from  primordial  sentiments 
based  on  region,  race,  ethnic,  religion,  eco- 
nomic classes  and  social  groupings  are  clear- 
ly flourishing.  The  jolting  process  of  power 
transfer  from  Soeharto  to  its  predecessor, 
will  easily  provoke  the  "perceived"  into 
"real"  threats  to  political  stability. 

Sustainable  development,  after  all,  as 
quoted  from  Watanabe  in  the  beginning  of 
this  paper,  is  a  matter  of  democracy.  A  ge- 
nuine democracy,  essentially  the  presence  of 
political  check  and  balance,  hardly  exists  in 
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Indonesia.  The  flourishing  of  primordial 
sentiments,  clearly  indicated  by  the  forma- 
tion of  the  "quasi  intellectuals"  associations 
based  on  religion,  significantly  shows  a  sec- 
tarian tendency  among  the  educated  popula- 
tion at  the  national  level.  At  the  regional 
level,  as  is  occurring  in  eastern  Indonesia's 
provinces,  particularly  East  Timor,  signi- 
ficantly proved  that  "provincialism", 
ethnicity  and  religion  cannot  easily  be  sub- 
merged if  economic  development  achieve- 
ments are  not  equally  distributed,  particular- 
ly between  indigenous  and  the  "opportun- 
ist" migrants. 

The  various  changes  in  political- demo- 
graphic configurations,  at  the  national  and 
the  regional  levels,  among  the  educated  elites 
at  the  urban  centres,  as  well  as  at  the  grass- 
root  level  in  rural  areas  and  the  "periphery", 
undoubtedly  are  red  flagging  the  popular  de- 
mands for  a  more  democratic  development 
approach  from  the  ruling  elites.  The  fulfil- 
ment of  people's  democratic  demands  and 
aspirations  is  indeed  a  formidable  national 
task  for  the  government.  Genuine  efforts 
towards  the  realisation  of  the  people's  demo- 
cratic aspirations,  which  is  the  basis  of  sus- 
tainable development  in  the  future,  however, 
are  the  only  solution  to  the  problem. 
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Book  Review 


Myths  and  Realities 


sides,  the  prevailing  vested  interest  of  diverse 
parties  has  increasingly  hampered  efforts  in 
seeking  for  a  solution  to  the  East  Timor 
problem. 

To  have  a  deeper  insight  and  understand- 
ing concerning  the  causes  underlying  the 
East  Timor  issue  and  why  after  twenty  years 
the  problem  is  still  acute  and  attracts  the  at- 
tention of  many,  this  book  written  by  Dr. 
Bilveer  Singh  may  serve  to  function  as  a 
source  and  reference  material. 

In  this  390  page  book,  which  is  divided 
into  seven  chapters  with  an  introduction  and 
conclusion,  Bilveer  Singh  introduces  the 
readers  to  the  reality  of  the  East  Timor  issue. 
That  the  East  Timor  problem  is  not  only  the 
concern  of  the  East  Timorese  or  Indonesian 
and  Portuguese  people,  but  has  become  a 
global  issue.  And  that  the  East  Timor  issue  is 
no  longer  related  to  politics,  but  concerns 
other  fields  as  well,  namely  the  economic, 
socio-cultural,  religious  fields  and  the  like. 

This  book  deserves  credit  for  its  impar- 
tially without  favouring  any  of  the  parties 
concerned.  However,  it  does  not  follow  that 
the  author  does  not  take  a  stand.  He  ob- 


East  Timor  Indonesia  and  the  World  Myths 
and  Realities,  by  Bilveer  Singh.  Singapore: 
Singapore  Institute  of  international  Affairs, 
1995,  390  pp.  Reviewed  by  Fransisco  Fer- 
nandes  da  Silva,  translated  from  GATRA, 
21  October  1995. 

ALTHOUGH  East  Timor  has  integ- 
rated into  Indonesia  for  twenty 
years,  talks  about  the  process  of  in- 
tegration and  various  problems  in  that  part 
of  the  country  still  attract  the  attention  of 
many  people. 

To  date  the  UN,  Portugal  and  remnants 
of  the  Fretilin  rebels  and  people  in  sympathy 
with  them  have  not  as  yet  accepted  the  integ- 
ration. They  have  even  alleged  that  Indone- 
sia invaded  and  annexed  that  region  to  be- 
come the  country's  27th  province.  Portugal 
has  even  acknowledged  and  claimed  itself  as 
the  administering  power  of  East  Timor. 
Ironically  the  international  world  believes  it. 

Why  could  this  happen?  The  answer  to 
this  question  is  related  to  the  fact  that  East 
Timor  is  a  very  significant  and  strategic 
weapon  and  commodity  to  Western  coun- 
tries in  their  relationship  with  Indonesia.  Be- 
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viously  accepts  integration  rather  than  in- 
dependence. According  to  the  writer  the  in- 
tegration of  East  Timor  into  Indonesia  is  a 
reality,  a  conditio  sine  qua  non  for  East 
Timor,  whereas  various  attempts  and 
arguments  made  by  the  anti- integration  par- 
ty to  rule  out  the  reality  are  only  myths. 

To  solve  the  East  Timor  problem,  Dr. 
Bilveer  Singh  suggests  six  options.  They  are 
as  follows:  (1)  maintain  the  status  quo;  (2) 
referendum;  (3)  grant  greater  autonomy;  (4) 
declare  East  Timor  as  a  special  region;  (5) 
undertake  a  step-by-step  internal  and  exter- 
nal reconciliation;  and  (6)  solve  the  external 
dimension  while  living  with  the  internal 
aspects  of  the  problem. 

Of  the  six  alternatives,  it  is  most  likely 
that  alternative  (1)  and  (2)  can  no  longer  be 
realised  in  East  Timor.  As  for  the  other  four 
alternatives,  they  are  worth  trying.  Never- 
theless, all  those  endeavours  have  to  be  in 
line  and  in  the  spirit  of  Act  No.  7  Year  1976, 
which  stipulates  the  integration  of  East 
Timor  and  other  statutory  laws. 


Act  No.  7  Year  1976  has  indeed  given  a 
special  character  to  East  Timor,  however,  it 
does  not  follow  that  the  East  Timorese  peo- 
ple may  demand  anything  at  will,  since  we 
live  in  a  system,  hence  the  East  Timorese 
have  to  abide  by  the  existing  rules  in  force  in 
this  system. 

This  book  is  well-written  and  should  be 
read  by  those  who  are  concerned  with  and 
take  an  interest  to  the  East  Timor  issue, 
especially  the  East  Timorese  themselves. 
What  has  made  the  book  interesting  is  its 
systematic  writing  and  discussion  which  is 
simple  ~nd  easy  to  understand. 

However,  the  book  is  certainly  not 
without  flaws.  Although  it  is  well-written, 
there  are  still  printing  errors  such  as,  "Frete- 
lin"  which  should  be  "Fretilin",  and 
"Falantil"  instead  of  "Falintil".  They  are 
quite  disturbing,  but  by  and  large  the 
elaborations  and  this  book  may  benefit  and 
provide  a  more  indepth  knowledge  to  those 
who  are  interested  in  understanding  more 
about  the  East  Timor  problem. 
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